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PREFACE 


The international meeting of financial experts held at 
Bretton Woods in July 1944 gave shape to two projects: 
one an International Monetary Fund to promote inter¬ 
national co-operation in monetary and foreign exchange 
policy; the other an International Bank to facilitate 
international loans in aid of post-war reconstruction. It 
is the former, the plan for an International Monetary 
Fund, which forms the subject of the present work. 

It is no part of my purpose to find fault with the plan 
itself. My theme is the fatal neglect of what I believe 
to be the essential condition of the successful working 
of any plan for international co-operation in regulating 
rates of exchange, that is, that the money units linked 
by the rates of exchange should themselves be stabilized 
in their wealth-value or purchasing power. 

The economic catastrophes of the inter-war years, 

1919-39, were traceable to disastrous variations in the 

wealth-value of money units. The value of gold in terms 

of other forms of wealth was quadrupled between 1920 
and 1935. 

Given effective safeguards against undue variations 
in the wealth-value of the principal money units, whether 
upwards or downwards, the Bretton Woods plan might 
be a useful instrument of international co-operation. 
But without such safeguards it is likely only to compli¬ 
cate and aggravate the resulting troubles. Especially is 
the much-vaunted “expansionist” policy likely to end 
m disaster. If depression is to be staved off by uninter- 
rupted monetary expansion, the time is bound to come 
when the continuance of expansion is found intolerable, 
and its precipitate reversal will visit upon us the agonies 

v 
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of depression in concentrated form, as happened in 
1920 in both the United States and Great Britain. 

My criticism is of the International Monetary Fund 
as a permanent or long-term plan. But I must add that 
the need for stabilizing the wealth-value of money is 
immediate , and independent of Bretton Woods. 

I have now retired from the Government Service, 
but as I am still engaged on work for the Treasury, I 
ought to say that what I write represents only my per¬ 
sonal views, and is not to be associated in any way with 
my past official position or my present official work. 


September 1946 


R. G. Hawtrey 
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1. Wed in Haste 


The plan for an International Monetary Fund, which 
after much preliminary expert discussion was put in 
final form at the Conference at Bretton Woods in 
July 1944, was somewhat hastily accepted by Parlia¬ 
ment in December 1945. It sometimes happens that the 
marriage ceremony has suddenly to be rushed through. 
In this instance there had been a protracted wooing, but 
towards the end of 1945 the imminent appearance of 
offspring called for urgent action. So in the space of a 
few days the International Monetary Fund was trans¬ 
lated from project to fact, just in time to play its allotted 
part in the British acceptance of the Agreement for the 
American Loan. 

The plan was the outcome of the monetary troubles 
of the twenty years between the two wars. It would be a 
mistake to regard the monetary troubles as no more than 
symptoms of more deep-seated economic disorders. The 
monetary system is to economic life what the nervous 
system is to physical life. And, though a perfectly 
ordered monetary system can do no more than provide 
a clear field for economic activity, and contributes 
nothing positive of itself, yet the harm done by a dis¬ 
ordered monetary system may be far-reaching and disas¬ 
trous. Other economic ills cannot be effectively treated 

assured^ Sm °° th workin § of the monetary system is 


2. Debts and Money 

It IS a common device of stoiy-telling to start with a 

gX„w l ° a retros P ect to up to it. 

Bretton Woods has a past as well as a future, and retro- 
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spect will afford us the best approach to a consideration 
of the future. 

For the purposes of practical life, economic relations 
take the form of pecuniary obligations and rights, or in 
other words, debts and credits. Goods sold and services 
rendered give rise to debts. A debt is reckoned as a 
number ; it is a number of money units, and money is 
that which is ordained by law as the means of discharg¬ 
ing debts. Money may be conceived as consisting of 
tickets, each marked with its authorized debt-discharg¬ 
ing power in units. A one-pound note is a ticket en¬ 
titling the holder to discharge debt to the amount of one 
pound. A shilling is a ticket printed on a disc of silver 
instead of on paper. When we used gold coin, a sovereign 
was itself a ticket, though the metal it was printed on was 
worth one pound, so that the material of the ticket was 
the full equivalent in the market of the debt it would 
discharge. 

The sovereign therefore was not a mere ticket. The 
image and superscription upon it might be regarded as 
a certificate of the quantity of fine gold contained in it, 
and its debt-paying power as derived from the gold 
content. 

In the days before coinage was invented the precious 
metals none the less supplied the means of discharging 
debts. Debts would then be reckoned not in legally 
established monetary units, but in actual amounts of 
gold and silver specified by weight. Coinage was intro¬ 
duced primarily for the purpose of certifying the fineness 
of the gold or silver pieces, but it was found convenient 
to produce pieces of prescribed weight. When the 
practice of counting coins instead of weighing them 
became general, the coins were thereby given the charac¬ 
ter of tickets. Once the debt-paying power of the coin 



BRETTON WOODS 


3 


came to be separated from its metal content, its charac¬ 
ter as a certified ingot of gold or silver was superseded 
by its character as a ticket. 

The English money unit of one pound started as a 
pound’s weight (5,400 grains) of standard silver 
(t& fine). But the silver contents of the coins (denomi¬ 
nated in shillings, groats or pence) were from time to 
time altered by enactment, and in the seventeenth 
century the pound had wandered so far from its original 
weight that 5,400 grains of standard silver were worth 
£2 18s. lid. By then gold was coming into fashion. 
Gold coins had long been in use as a merchants’ 
medium. Contracts and bargains could be made in 
terms of guineas, with no direct reference to pounds, 
shillings and pence, and the value of the guinea in these 
units was determined by the free play of the market. 

The adoption of the gold standard meant that the 
guinea coin was given a legal value in pounds, shillings 
and pence; it became a ticket for discharging a debt of 
21s. Its successor, the sovereign of 1816, was a ticket 
for 20s. with gold contents in due proportion, so that 
the gold equivalent of one pound remained unchanged. 

3. Bank Credit 

A debt need not be paid in money; it can be discharged 
by being set off against another debt. Two people having 
a succession of transactions with one another can set 
off their respective debits and credits, and need use 
money only to settle the balance at the end of a period 
of account. A man’s debtors are not usually identical 
with his creditors, but if the members of a community 
ass ig n their pecuniary rights to a common agent who 
thereby becomes the creditor of all the debtors, and the 
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debtor of all the creditors, this agent can periodically 
set off all the debts against all the credits, so that every 
individual remains either debtor or creditor for no 
more than a residual balance. 

That is the function of a banker. A bank is an agency 
for the clearing of debts. A debt due from a bank, that 
is to say, bank credit, is a substitute for money, because 
it can be assigned by one creditor to another, and so 
can be used to discharge a debt. A customer of one 
bank may pay a customer of another by means of a 
cheque on the former. The banks settle with one another 
at the bank clearing by setting off the cheques so drawn, 
and paying or receiving the balance. At each bank the 
balances of the debtors are reduced and of the creditors 
increased by the amount of the cheques passing between 
them. The clearing balance itself between bank and 
bank does not have to be paid in money if there is a 
central bank at which the commercial banks have 
accounts, and on which they draw to pay one another. 

A cheque does not serve as hand-to-hand currency 
for a payment to anyone who has no personal know¬ 
ledge of the drawer, and in any case is an inconvenient 
medium for small payments. But bank credit can be 
used as hand-to-hand currency in the form of bank¬ 
notes. A banknote makes the bearer the creditor of the 
bank for the sum specified, and serves therefore to 
assign the bank’s debt from one creditor to another. It 
passes by simple delivery, as easily as coin. 

The banknote is still dependent for its value upon 
the soundness of the bank which issues it. But the usual 
modern practice is to restrict the right of issuing notes 
to the central bank alone, and to confer upon its notes 
the character of legal tender. In fact the notes of the 
central bank become essentially tickets. The central 
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bank may be placed under the obligation to pay them 
on demand in gold coin, or to receive them in exchange 
for gold bullion at a fixed price. That obligation pre¬ 
serves the essential characteristics of a gold standard. 
Or the gold standard may be suspended or abrogated, 
and the notes, being inconvertible, have no other virtue 
than the power of discharging a debt. 

4. Foreign Exchange 

The law which confers on a coin or banknote the power 
of discharging debts is valid only within the area over 
which the law-making authority exercises jurisdiction. 
Within that area payment is readily effected, even when 
debtor and creditor are separated by distance. The 
same facilities of communication which enable them to 
deliver goods, or to render services to one another, are 
available to transmit the means of payment. With an 
adequately distributed system of banks, the banks in 
any locality will assume the functions of clearing, of 
transporting money to or from other places, and of 
maintaining an adequate reserve of money on the spot. 
A debtor in one part of the country can pay his creditor 
in another by means of a cheque or other credit instru¬ 
ment, leaving their respective banks to settle with one 
another. 

But when debtor and creditor are in different 
countries, so that the money of either will not pay 
debts in the country of the other, there is a complica¬ 
tion. The debits and credits between two independent 
countries cannot be settled by a simple clearing. The 
banking systems of the two countries must be able to 
value the money unit of each in terms of that of the 
other. That is the function of the foreign exchange 
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market. In that market owners of bank credit in one 
country can sell it for bank credit in another. As bank 
credit is equivalent to money, the sale is, in effect, of 
money for money. So long as the market is working 
effectively, there will be a price or rate of exchange at 
which such sales can be made. 

Settlements of a country’s debits and credits with the 
rest of the world at any moment, at existing rates of 
exchange, may leave it in balance a debtor or a creditor. 
If it has a paper currency without any metallic basis, 
the disposal of the balance in the market is likely to 
cause a modification of the rates of exchange. The value 
of the country’s money unit in terms of other units will 
tend to fall if it is a debit balance that has to be met; 
to rise if it is a credit balance. 

In a group of countries on a common metallic stan¬ 
dard—their currencies, for example, being all either com¬ 
posed of gold coin or convertible into gold—it is possible 
to settle the balance by the transmission of the monetary 
metal itself. Since the cost of transporting and recoin¬ 
ing gold is very small in proportion to the value of the 
gold, a group of gold-standard countries is very nearly 
in the position of a single community with a common 
money unit. 


5. Indebtedness and Reserves 

But payment in gold by one country to another is a 
limited resource. If the debits to be settled are so heavy 
as to exhaust the debtor country's stock of gold, the 
system breaks down. 

That does not happen to a debtor locality with 
liabilities confined within the boundaries of its own 
country, so long as the banks in the locality can turn 
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their assets into currency at the central bank. A bank 
may default, if its assets are so doubtful or so wanting 
in liquidity that it cannot get an advance from the 
central bank, but, even in a locality of which the bank¬ 
ing facilities are completely extinguished by such a mis¬ 
hap, people who are themselves solvent and can offer 
good security can probably make arrangements with 
lenders elsewhere in the same country to provide them 
with the cash they need. 


But when a gold-standard country as a whole runs 
short of gold, no amount of borrowing and lending 
within the country will make the shortage good. If its 
excessive indebtedness is clearly of a temporary charac¬ 
ter, its banks may be able to tide it over by borrowing 
abroad. But borrowing abroad presupposes that the 
borrower will be able subsequently to repay through the 
foreign exchange market. If the only prospect is that 
the borrowing country will become more and more 
indebted, some other remedy is needed. 

How does it come about that a country incurs not 
merely a casual and momentary indebtedness but a 
progressively growing indebtedness? 

That may in general be interpreted as a sign that the 
country s money is overvalued . The rates of exchange 
value the money unit too high in terms of foreign units, 
and people are thereby enabled to buy foreign goods, 
services and investments on too favourable terms! The 
same overvaluation which enables people to buy abroad 
too easily is an obstacle to their selling abroad; it 
lmimshes the prices in their own money units of what- 

their f ° r Sale abroad in comparison with 

If the " were n ° gold standard, the working 
Of the foreign exchange market would correct the over- 
valuatton by a suitable alteration of rates of exchange. 



8 


bretton woods 

With a gold standard it would still be possible to reach 
the same result by devaluing the money unit, that is, 
by reducing its gold equivalent. But the essence of the 
gold standard is the maintenance of a fixed gold value 
or parity of the money unit. If the gold value is to be 
liable to repeated alteration, gold ceases to supply a 
standard at all. 

A condition of the observance of a gold standard is 
some method of correcting a too persistent outflow (or 
indeed, inflow) of gold without changing the gold value' 
of the money unit. 

6. The Regulation of Credit 

In more primitive times, when credit counted for little, 
an outflow of the precious metals left the inhabitants 
of a country with less money at their disposal, and they 
would seek to replenish their cash by spending less and 
selling more, postponing or abandoning purchases, and 
hastening or pressing sales. The outcome would be a 
general fall in prices and wages, or in other words a 
rise in the wealth-value of the money unit. This process, 
betokening a reduction of incomes all round in terms 
of money, was painful and possibly protracted. In the 
Middle Ages metallic standards were by no means held 
sacrosanct, and it was repeated devaluations that 
reduced the silver value of the pound sterling between 
the thirteenth and seventeenth centuries in the propor¬ 
tion of 32 to 93. 

The modern credit system has put the process of 
adjustment on a different footing. Anyone who possesses 
marketable resources, suitable to be pledged as security, 
can replenish his cash balance, when it falls inconveni¬ 
ently low, by borrowing from his banker. Moreover, 
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when the country as a whole loses gold, the gold is 
drawn from the central bank, and, if the effect is to 
reduce the reserves held by the commercial banks at the 
central bank, they can make the shortage good by 
borrowing from the central bank. Whether the central 
bank’s loss of gold is reflected in the cash position of 
banks, traders and individuals, depends on the central 
bank’s own lending operations. By lending, it can create 
cash; by refusing to lend, it can restrict the supply of 
cash; if its lending is for short periods, a restriction of 
new lending below the repayments of its past lending will 
cause an actual reduction of the supply of cash. 

It rests with the directorate of the central bank to 
decide whether to restrict lending with a view to restor¬ 
ing the foreign exchange position, or to indulge in 
liberal lending and to accept the prospect of a progres¬ 
sive outflow of gold which will ultimately exhaust the 
reserves and drive the country off the gold standard. 

The restriction of lending need not take the form of a 
flat refusal to lend; the central bank can make the terms 
on which it lends more onerous. If it keeps the com¬ 
mercial banks short of cash, so that they are compelled 
to borrow from it, they will pass on the more onerous 
terms in the advances they allow to their customers. 
There will be a general rise in the short-term rate of 
interest, dear money” (for the short-term rate of 
interest is commonly regarded as the “price” of money). 
When the bankers put pressure on intending borrowers 
by charging higher mterest, exacting more security, and 
making conditions as to the projects to be financed 
there results a general tendency to postpone or curtail 
outlays which were to be financed P by b P ank advan^s 

°. rd f rs n pr ° du f rs faU off ’ and productive activity 

diminishes. Prodnrfinn _•_ . 
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decline of production means a decline of incomes. The 
decline of incomes is reflected in a decline of outlays, 
and the consequent shrinkage of demand causes a 
further decline of production. 

The decline of incomes and outlay includes a decline 
of outlay on imported products, and, as the country’s 
exports are subjected to no similar influence (but should 
rather be stimulated, in that the exportable goods find 
less demand at home), the effect on the country’s inter¬ 
national balance is favourable. 

But what a paradox! The country has been buying 
abroad more than it can afford. Surely the remedy 
should be to produce more rather than less. 

Reduced production, we explain, means reduced 
incomes, and reduced spending power means reduced 
imports. To secure that result without reducing produc¬ 
tion would mean valuing the production at less money. 
There must be lower prices, and unless costs fall in the 
same proportion as prices, profits will be encroached on. 

To some extent this will occur. Producers who find 
orders falling off will make price concessions. But the 
extent of such concessions is limited so long as costs 
are not reduced, and costs practically mean wages. In a 
community where enterprise depends on profit-making, 
any encroachment on profits leads to diminished pro¬ 
ductive activity and consequent unemployment. 

7. The Flow of Money 

Thus the process by which a central bank upholds the 
gold standard against the threat of a loss of reserves is 
identified with the characteristics of a trade depression. 
There is a contraction of what may be called the flow 
of money. 
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The aggregate of incomes and the aggregate of out¬ 
lays from income are linked together. Since the produc¬ 
tive activity which generates incomes is undertaken in 
response to demand, and demand consists of the out¬ 
lays from income, the two aggregates tend to be equal. 
The aggregate of incomes and the aggregate of outlays, 
expressed in money units, together compose the flow 
of money. When we say that the flow of money expands 
or contracts, we mean that both incomes and outlays 
expand or contract. 


Incomes and outlays are not exactly equal. They are 
subject to casual discrepancies. An excess of outlays 
over incomes may be met from stocks of goods or from 
imports. An excess of incomes over outlays may take 
effect in an accumulation of unsold goods or a falling 
off of imports. Outlays are not confined to consump¬ 
tion. Saving is income withheld from consumption, 
but, if the money withheld is invested in property, or 
the capital equipment of industry, it is spent. In so 
far as saving is balanced by outlays on new resources, 
it gives rise to no disparity between incomes and outlays. 
An excess or deficiency of saving over such outlays is 
one among many possible causes of a disparity. 

A disparity of incomes and outlays represents an 
excess or deficiency of demand . An. excess of outlays 
stimulates production, and causes an increase of in¬ 
comes; a deficiency of outlays checks production, and 
causes a decline of incomes. It is the former process 
which is called an expansion of the flow of money, the 
latter a contraction of the flow of money. It is a contrac- 

the „ flow of money that has come to be called 
deflation, and to be recognized as a cause of trade 
depression and unemployment. 

Trade depression has become the principal preoccu- 
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pation of present-day economics, and the predominant 
motive of the Bretton Woods plan is to free the system 
of multilateral international settlements formerly at¬ 
tained through the gold standard from the menace of 
deflation. 


8. Fluctuations in the Monetary Demand for Gold 

Experience of the restored gold standard in the inter- 
war period brought the problem of deflation into out¬ 
standing prominence. In the nineteenth century a 
metallic standard was assumed to be the only sound 
monetary system; that was axiomatic and unchallenged. 
That the wealth-value of gold or silver, that is to say, 
the value of a given quantity of the metal in relation to 
other commodities, was subject to some variation was 
frankly recognized, but the variability was regarded as 
an imperfection inherent in the nature of things. That 
the wealth-value of gold or silver might be seriously 
affected not only by changes in the new supply from 
the world’s mines, but by the demand emanating from 
the monetary systems of particular countries, was not 
so clearly understood. Yet in fact changes in the 
monetary demand for the precious metals had long 
been a source of economic disturbance. 

A major war nearly always involves the belligerent 
countries in inflationary finance; they have recourse to 
paper currency, and their metallic currency is driven 
abroad. If the quantity of metallic currency thus dis¬ 
placed is large, there results a monetary expansion in 
the countries receiving it, and the price level of com¬ 
modities in world markets rises. The restoration of 
peace reverses the proce Countries returning from 
paper to metal absorb supplies of the metal from abroad. 
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and inflict a monetary contraction and a fall of prices 
on those which have remained on a metallic standard, 
and which find their monetary reserves reduced and 
even threatened with exhaustion. 

That happened after the Napoleonic Wars. Not only 
Great Britain but. the United States, Austria, Russia, 
and other countries had resorted to paper money, and 
it was only gradually that they returned to gold or 
silver (world prices of gold and silver being then linked 
to one another at a fixed ratio by the bimetallic system 
of France). It was only in 1835 that the new coinage in 
the United States became considerable, and the cur¬ 
rency reform in Russia did not take place till 1839. The 
fall in world prices persisted (subject to cyclical inter¬ 
ruptions) till 1849, when the monetary situation was 

transformed by the Australian and Californian gold 
discoveries. 

Once again, after the succession of wars that marked 
the years 1854—71, numerous countries proceeded to 
return from inconvertible paper currencies to a metallic 
standard. The situation was complicated by the general 
abandonment of silver and bimetallic standards in 
favour of gold. But it seems clear that the predominant 
cause of the protracted fall of prices, or rise in the 
wealth-value of gold, was the absorption of gold by 
ranee, the Umted States -and other countries, which 
Z e ^!T, n / the conv ertibility of their paper curren- 


9. The Genoa Conference 

The war of 1914-18 left the whole world employing 
paper currenctes. In Great Britain and the Unked 
States the pretence of convertibility was maintained by 
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prohibiting the export of gold, but the prohibition cut 
the link by which convertibility could prevent inflation. 

When the International Economic Conference met at 
Genoa in 1922, the United States alone had re-established 
the gold standard, but it was taken for granted that all 
others would aim at doing so. There was imminent 
danger that the resulting competitive efforts of countries 
to acquire metallic reserves would cause a violent rise 
in the wealth-value of gold. That is to say, countries 
which lost gold, or could not obtain enough gold, would 
resort to a monetary contraction, and would inflict on 
the rest the deflationary process they were undergoing 
themselves. There would be a contraction of the flow 
of money all over the world, accompanied by falling 
prices, trade depression and unemployment. 

The Conference made recommendations calculated 
to avoid this calamity. They advocated a general 
adoption of the gold exchange standard. Only a limited 
number of countries, those accustomed to work as 
international financial centres, were to hold reserves in 
actual metallic gold, and other countries instead of gold 
were to hold reserves in the form of bank credit or 
other liquid assets at these centres. That was a well- 
understood practical device, to which many countries 
had long had a partial recourse. A great part of the 
trade of the world was paid for by drawing on money 
held in London, and the central bank of any country, 
if it held funds in London, could use them to settle a 
balance due to any other country even more easily than 
actual gold. 

If this system were freely adopted throughout the 
world, and the majority of countries held their monetary 
reserves with the Bank of England in London, the 
Federal Reserve Bank in New York, the Bank of France 
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in Paris, and perhaps one or two other such institu¬ 
tions, the world’s monetary gold could be left in the 
hands of these centres, and used exclusively for settling 
balances between them. 

This plan promised a great economy in the use of 
gold reserves. But that was itself a danger. In place of 
a disastrous deflation the world might find itself in¬ 
volved in a general inflation, an inordinate rise of prices 
in terms of gold. Against that the plan was to be guarded 
by international co-operation in the regulation of 
credit with a view to preventing undue fluctuations in 
the purchasing power of gold. (“Purchasing power” 
means what I have called “wealth-value.”) 

That a stabilization of the wealth-value of gold 
through a wise regulation of credit was a practical 
possibility was demonstrated soon afterwards by the 
experience of the Federal Reserve Bank of New York 
m the years 1923-8 under the guidance of Governor 
Benjamin Strong. But the desired international co¬ 
operation in the regulation of credit was never given 
practical effect. & 


10. The Crisis of 1929 

wTt'r 5 \ g T ra ; return t0 the g° ld standard, and till 
1929, though the formal establishment of gold centres 

contemplated at Genoa was carried no further there 

was a n extension Qf the pract . ce of economiz . ’ Qld « 

The mn “° nCta 7 reserves ^ part in foreign exchange 
of France c h ons .P lcu K ous instance was France, the Bank 

less than%^ Vln m y ^ thC Cnd ° f 1928 emulated no 

and New York™ Th'f ° f re$ ° UrCeS in London 

equivalentTn ‘ u presented pounds and dollars 
equivalent to 61 million ounces of gold, or £260 millions. 
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But France had adopted a new monetary law in 1928, 
and the Bank of France began to substitute gold for a 
portion of this foreign exchange reserve. In the year 
1929 France absorbed no less than 10 milliards of gold 
(£80 millions). Here was the realization of the fears 
expressed at Genoa. The absorption of gold by one 
country alone was of such magnitude as to precipitate 
a world-wide deflation, and unfortunately it came at a 
critical time. Governor Benjamin Strong died in 1928, 
and the Federal Reserve system was left without his 
judicious guidance, when the danger of an unconscion¬ 
able deflation was suddenly intensified by the collapse 
in the autumn of 1929 of the extravagant speculation 
which had been raging for three years in the New York 
Stock Exchange. 

In the regulation of credit timely action is of the 
essence. In quiet conditions the permissible delay may 
run to many months, but at a critical turning-point a 
few weeks’ hesitation may be fatal. Deflationary 
measures had been taken in both London and New 
York to guard against the American Stock Exchange 
speculation starting a dangerous inflation, and were 
intensified on account of the loss of gold arising from 
the French absorption. After the Stock Exchange crisis 
the deflationary pressure was relaxed all too slowly. 
By May 1930, when the transition to cheap money and 
easy credit had been more or less completed, deflation 
had gained a tight hold on the world. Trade and in¬ 
dustry were in the grip of a vicious circle, depression 
and unemployment were growing apace, and it was too 
late to stop them by a mere relaxation of credit. 
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11. Depression and Exchange Control 

It is the depression of the nineteen-thirties that has 
brought the economic institutions of the world into 
disrepute. The invariable theme of every indictment of 
established economic institutions is unemployment. 
Wherever the denunciation begins, and whatever direc¬ 
tion it takes, unemployment is always the final count 
which clinches the case. 

The deflation in the gold-using countries more than 
doubled the wealth-value of gold in the years 1930-5; 
that is to say, the price level in terms of gold units fell 
by more than half. One country after another, feeling 
the strain intolerable, abandoned the attempt to keep 
pace with the appreciation of gold, and acquiesced in a 
depreciation or, in some instances, a devaluation of its 
money unit, till in 1936 none still held out. 

But there was an alternative. What compelled defla¬ 
tion was the loss of reserves, and it was possible to 
defend the reserves by a direct control of a country’s 
external payments. If its external payments could be 
limited to what its exports, visible and invisible, earned, 
there would be no loss of reserves, and no need of 
deflationary pressure to maintain them. 

In that device Germany led the way, and many 
countries followed. If external payments were to be 
restricted, some regard had to be paid to the transactions 
giving rise to them. The importation of goods could be 
limited by a licensing system through the customs 
administration. But, to restrict external payments as a 
whole something much more comprehensive was 
needed. Every transaction to be permitted would have 
to be justified by its purpose. Foreign exchange control 
therefore meant the concentration of all purchases or 
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acquisitions of foreign money or assets in a single 
channel, a governmental agency which could give or 
withhold permission in every individual case. The 
restriction of imported goods by the customs would 
only apply to material products, and exchange control 
would extend the restriction to immaterial products, 
services rendered from abroad, by preventing payment 
unless permission were obtained. It might even go so 
far as to compel default on debts due abroad by with¬ 
holding permission for payment. 

But the main purpose of exchange control is to pre¬ 
vent capital transactions in foreign exchange. When a 
country’s reserves are approaching exhaustion, there is 
likely to be a general fear that the foreign exchange value 
of its money unit will fall, and people will try to escape 
loss on the money they hold by buying foreign exchange 
or investing in foreign securities or property while there 
is yet time. A panic flight from the currency thus in¬ 
spired would sweep away the remnant of the reserve in 
a twinkling. 

Exchange control, if effectively enforced, prevents 
that catastrophe. It can maintain the money unit at any 
desired value in the foreign exchange market. But an 
overvalued money unit places the country’s exports at 
a disadvantage, and, as the imports to be admitted have 
to be limited to what the exports will pay for, the choice 
of rates of exchange is not in practice unlimited. 


12. Bilateral Clearing Agreements 

In the years following the German banking crisis of 
1931 the money units of the world sorted themselves 
out into the strong and the weak, the weak relying on 
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exchange control and the strong dispensing with it. 
The weak units were those which were overvalued. 

Exchange control was imposed to protect reserves. 
Reserves did not necessarily mean gold; they might be 
reserves of foreign exchange. But foreign exchange, to 
serve the purposes of a reserve, had to be freely avail¬ 
able to discharge debit balances in any part of the 
world, and only strong currencies would fulfil that 
condition. If a weak currency is overvalued, that means 
that it is not easily saleable at the quoted value. Con¬ 
sequently the countries practising foreign exchange con¬ 
trol did not want to hold one another's currencies. 
Within the circle of weak currencies every country was 
anxious to spend as much as it received, and to avoid 
being left with a balance. Outside that circle all were 
anxious to sell as much as possible, and to buy as little 

as possible, and so to acquire balances of strong 
currencies. ° 


The outcome was a system of bilateral clearing or 
arter agreements among the weak-currency countries, 
under which each used up whatever it received of the 
others’ money in paying for imports from them (or 
other current obligations to them). This was not only 
a solution of their foreign exchange problem, but a 
partial remedy for the disadvantage under which over¬ 
valued money units placed their exports. The weak 
currencies were not overvalued in terms of one another, 
onty in terms of the strong currencies. 

tll ™ c ClrClC ° f weak-currency countries became through 

Ind n a f gr “ ments one ° f Preference for one another 
dlscrmunatl0n against the strong-currency 
'n^ernaucna! trade. Incidentally the circle 

° f ~ » «* 
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The discrimination aggravated the distress which the 
strong-currency countries were suffering from the 
depression. The strength of a currency may be derived 
from a well-chosen foreign exchange value for the unit, 
a value consistent with a price level and a flow of 
money which make industry remunerative and active. 
But alternatively it may be derived from successful 
deflation, successful, that is, in so compressing the flow 
of money and the spending power of the people, at the 
cost of unemployment , that the country does not attract 
an excess of imports. Great Britain in 1931 and the 
United States in 1933 had abandoned gold parity, and 
allowed their currencies to depreciate. But the deprecia¬ 
tion was far from being enough in either country to 
dispense with continued deflation. Both countries 
therefore felt acutely the discrimination of the weak- 
currency countries against them as an aggravation of 
distresses which were already grave enough. 

Thus the primary dread of depression and unemploy¬ 
ment came to be associated with a deep-seated repug¬ 
nance to bilateral trade agreements based on exchange 
controls. That state of opinion has persisted especially 
in the United States. Great Britain on the other hand 
has seen the stress of war put sterling among the weak 
currencies. Exchange control was instituted, and soon 
brought the inevitable crop of bilateral agreements. 
The exigencies of war, however, gave the agreements a 
somewhat different form. Sterling was a “weak cur¬ 
rency only in the sense that the country was incurring 
external indebtedness recklessly and inimitably, to 
procure resources for the waging of war. The pound 
sterling retained its old prestige. The countries of the 
Sterling Area (nearly but not quite coterminous with 
the British Empire) continued to hold their monetary 
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reserves in the form of liquid assets in London. Many 
other countries were willing to allow their holdings of 
sterling to accumulate to a considerable total. 

The sterling so accumulated was tied up by the British 
Exchange Control, and, except by express permission, 
could only be used for payments in the Sterling Area. 1 

Under pressure of war expenditure the sterling funds 
held by oversea countries in London were swollen to 
enormous totals. If that was to mean an equivalent 
potential demand for British goods, it looked ominously 
like an adaptation of the bilateral agreements of the 
nineteen-thirties on an exaggerated scale. 

The prospect of a permanent extension of the practice 
of bilateral agreements based on exchange control 
aroused the fears of the United States, and the terms on 
which assistance was furnished to Great Britain by the 
Lease-Lend Act of March 1941 afforded an opportunity 
for obtaining an undertaking from the British Govern¬ 
ment on the subject. 


13. Lease-Lend and “ Consideration ” 

The Lease-Lend Act was a bold departure from the 

standards of correctitude in neutrality. A neutral 

government offered generous, lavish and much-needed 

material help to an active belligerent on the express 

ground that this was necessary for the neutral’s own 
defence. 

Hitlerite Germany had overpowered all resistance in 
Europe outside Russia, and Russia had been apparently 
acting in collusion and sharing the spoils. But the 
Battle of Britain had been won, and set a limit for the 
time being to the flood of conquest. Total war is a 

1 See page 110 
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war of resources. The will of the British to continue 
resistance was evident and unquestionable, but their 
resources were limited. The implications of the situa¬ 
tion were becoming agonizingly clear to American eyes. 
If all the resources of the British Empire added to those 
of Europe came into the terrible grip of the National 
Socialist Party, there could no longer be a balance of 
power. These resources included all the arsenals, 
dockyards and military equipment of the great fight¬ 
ing nations, their industrial capacity, their merchant 
navies, the materials of all kinds derived from their vast 
dependencies in Africa and Asia. This overwhelming 
power in the hands of a gang of cruel and unscrupulous 
scoundrels was hardly likely to leave the Western 
Hemisphere undisturbed. 

The elections of November 1940 re-established Presi¬ 
dent Roosevelt in power with ample support in Con¬ 
gress. The Lease-Lend plan was passed, but it could 
hardly be expected that American apprehensions would 
be so universally aroused as to sweep all opposition 
and criticism away. And even among those who were 
satisfied that material support to the British resistance 
was necessary for the defence of the United States, it 
was natural to question first whether the British had not 
still some margin of resources to draw upon, and 
secondly whether they could not ultimately render some 
equivalent for the help given, not necessarily in pecuniary 
or material form, but something of benefit to the 
Americans. 

By way of concession to this latter criticism, the Act 
provided for such an equivalent, in legal phrase the 
“ consideration ” in the contract, the nature of which was 
to be determined by the President of the United States. 
The Act did not require the consideration to be specified 
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in advance of the time when it was to be asked for. 
But negotiations on the subject had already been entered 
upon when the attack on Pearl Harbour in December 
1941 suddenly converted the United States into a 
belligerent. 

“Consideration” became transformed into “Mutual 


Aid.” Instead of the Americans supplying resources to 
enable the British to fight, the Americans and British 
were to supply one another. Nevertheless, as the British 
had set on foot a far bigger fighting force than their 
own resources could support, it was inevitable that the 
American resources to be furnished to the British should 
far exceed the British resources to be supplied to the 
Americans. The American forces were rapidly raised to 
a great number, but still substantially short of the pro¬ 
portion to those available reached by the British. In so 
far as American resources were not needed for the 
American forces, they could be put at the disposal of 
the British and other Allies. 


Formerly it had been an understood practice for a 
rich member of an alliance to subsidize the others, and 
Great Britain had paid liberally for Continental armies 
in the Seven Years War and the Napoleonic Wars. But 
in the present century the doctrine has been that who¬ 
ever fights ought to be debited with the cost of what- 
ever he uses in fighting. The change of practice was 
imtiated m the War of 1914-18. It was only too obvious 
that the advances of money by France and England to 
ussia, or by England to France and Italy, might never 

Q l reC °; ered ’ but [t was convenient to maintain the 
assumption that the money was lent, not given, even if it 

than a P retence , because a free gift of 
money would inevitably have called for a closer control 
by the giver over the spending of the money. 
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When the United States entered the war, and Great 
Britain, previously the principal lender, became a 
borrower on the greatest scale, the same assumption 
was made, and the prospect of repayment from British 
resources seemed by no means a pretence. 

The sequel made a sad story. In the first instance the 
British Government accepted their own liability, but cut 
down their claims on their Continental debtors (includ¬ 
ing the reparation claim on Germany) to an amount 
equivalent in total to the liability thus assumed. The 
depression of the nineteen-thirties brought murmurings. 
The German financial crisis of 1931 led the Americans 
themselves to propose a suspension of the service of the 
Government-to-Government war debts and repara¬ 
tions, and, once suspended, the service could not be 

resumed. 

Great Britain, like the United States, was a disap¬ 
pointed creditor, but at the same time, like her European 

neighbours, was a defaulter. 

Default was defended on various grounds, especially 
the baneful effect of the big international liabilities in¬ 
volved upon the World’s foreign exchange system. 

Little was ever heard of the anomaly of debiting every 
country with the resources it had used up in fighting for 
the common cause. It was no fault of the Americans 
that the United States had only entered the war at a 
late stage with little preparation, and had not been in 
time to take any great share in the fighting. But sure y 
it was indefensible to make the actual combatants pay 
in proportion to their efforts; to make the heaviest 
fighters the heaviest debtors, and to leave the late comer 

the creditor of all! - ... . r 

The lesson was learnt—in part. It was, indeed, out 

the question to claim repayment of the immense supplies 
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furnished by the United States under the Lease-Lend 
Act in any material equivalent. Any such undertaking, 
if given by Great Britain, could only have been an 
imposture. British resources were quite adequate to 
meet the liability for the war debt which was assumed 
in 1923, but the amount of Lease-Lend aid was far 
greater, and the country’s resources far more heavily 
depleted. Nevertheless some equivalent was to be in¬ 
sisted on. President Roosevelt and Mr. Cordell Hull 
had very definite and very enlightened views of the 
future of international trade, and the equivalent they 
decided to ask for was the association of Great Britain 
with the United States in promoting a more liberal 
policy in this sphere. 


14. The Clearing Union Proposal 

The Mutual Aid Agreement of 23 February 1942 was 
avowedly no more than a preliminary, the “final 
determination of the terms and conditions” of Lease- 
Lend aid being deferred till the progress of events 
should make the situation clearer. But Article 7 of the 
Agreement definitely laid down that the final determina¬ 
tion would be “such as not to burden commerce be¬ 
tween the two countries, but to promote mutually 
advantageous economic relations between them and the 
betterment of world-wide economic relations.” The 
Article went on to specify what was aimed at, and, in 
particular, “the elimination of all forms of discrimina¬ 
tory treatment in international commerce and the reduc¬ 
tion of tariffs and other trade barriers ” 
“Discriminate tf^tment”-.would cover many 
things. Amofig them Imperial preference might be 
threatened, that was a matter mainly of politics 
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And there was every reason to suppose that the phrase 
was directed as much against the various forms of 
bilateral agreement arising out of exchange control as 
against anything. 

Lord Keynes evolved a plan for restoring “multi¬ 
lateral” clearing of international payments, of which the 
essential feature was to ease the strain on monetary 
reserves, which had been the occasion in the first place 
of the exchange controls, and hence of the bilateral 
agreements. His plan was to reinforce the reserve of 
every participating country by giving it the right to 
borrow from an international Clearing Union up to an 
assigned limit. The Clearing Union would reckon its 
transactions in a special international money of account 
(“bancor”), which could be acquired not only by 
borrowing but by selling gold to the Union. The unit 
of bancor, however, was not to be irrevocably fixed in 
terms of gold; its value could be varied under suitable 
conditions, if the governing authorities of the Union 
found a change desirable. 

Here was a revival of one part of the Genoa plan, the. 
reinforcement of gold reserves by reserves of foreign 
exchange. In place of gold, any country could draw on 
the Clearing Union in bancor, and the right to draw was 
a potential addition to the reserve. If the Genoa plan 
had allowed only one gold centre, at which all other 
countries maintained their monetary reserves, inter¬ 
national payments could have been made exclusively 
by transfers at that centre, the gold held there remain¬ 
ing permanently in the background, and never changing 
either place or ownership. Under such conditions there 
would have been no limit to the amount of the monetary 
reserves at the disposal of the participating countries. 
Those reserves could be expanded to any extent by the 
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granting of more and more advances. The gold held 
at the single centre, never being drawn upon, could 
never prove inadequate. 1 

Lord Keynes’s Clearing Union set a limit to the rein¬ 
forcement of reserves by confining the credit to be 
allowed any participating country to an allotted quota. 
But the quotas themselves were to be recalculated every 
year, and to be based on the value of each country’s 
foreign trade for the preceding five years. If there were 
a persistent rise of a: per cent a year in the money value 
of the world’s international trade, there would be an 
automatic rise of x per cent in the quotas. 

Irregular movements in the wealth-value of the bancor 
(and therefore of all the various money units) would to 
some extent be corrected, because their full effect on 
quotas would be spread over five years. An inflationary 
movement, causing a sudden rise in the world price 
level in terms of bancor, might expand the flow of 
money beyond what the monetary reserves based on the 
existing quotas could sustain. If the rise, for example, 
were 20 per cent, the quotas at the next annual revision 
would be raised on that account by only 4 per cent. It 
might well be that the flow of money and the price 

le y* ^ ould have to be brought back into due relation 
with the monetary reserves and quotas by deflationary 
measures. J 


Tim is just the situation against which the Clearing 
Union plan, with its reinforcement of reserves, was 
especially intended to guard. But the plan was not tied 

of LiT goW f andard; the va,ue °f bancor in terms 
f gold was to be “fixed, but not unalterably” (para 

'■ 11 mone tary expansion so far outstripped the 
SreatVy'extend'eduK afa^atSll'onn'dust^ 80 ' 11 W °“ ld COme into 
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growth of quotas as to call for contraction, a reduction 
of the gold value of bancor would add to the monetary 
value of existing gold reserves, and the contraction 
could be dispensed with. 


15. Monetary Expansion under the Clearing Union 

Lord Keynes by no means intended his Clearing Union 
to allow an unlimited expansion, or a perpetual alterna¬ 
tion of expanding quotas and devaluations. The 
Governing Board was to have power “to reduce the 
quotas of members, all in the same specified propor¬ 
tion, if it seems necessary to correct in this manner an 
excess of world purchasing power” (para. 6 (13)). It 
could also raise its charge for advances. The charge 
would normally be 1 per cent, and 1 per cent would also 
be charged on credit balances (in excess, in either case, 
of a quarter of the quota). But the Governing Board 
could, “at its discretion remit the charges on credit 
balances, and increase correspondingly those on debit 
balances, if in its opinion unduly expansionist condi¬ 
tions are impending in the world economy (para. 

6 ^Here we have in effect the classic mechanism of 
reserves and bank rate. The reduction of quotas in¬ 
volves some of the participating countries in a shortage 
of reserves, and presumably involves them in defla¬ 
tionary courses. Those indebted to the Clearing Union, 
even if not in excess of the new quotas, are faced with a 
charee more substantial than the nominal rate of one 
per cent on debit balances. They might be led to raise 
their bank rates to such level as to guard their central 
banks against loss on their borrowing from the Clearing 
Union. It must be remembered, however, that, so long 
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as the participating countries keep pace with one another 
in monetary expansion, they do not incur indebtedness 
to the Clearing Union, except of a casual character. 
And under conditions of general monetary expansion 
no strain is involved in avoiding an adverse balance. It 
cannot be assumed that the Clearing Union’s charges 
will be passed on to commercial and private borrowers 
adequately or promptly, if at all. 

The London Money Market learnt in the nineteenth 
century to take its cue from the Bank rate. Not only 
were changes in Bank rate reflected at once in the rates 
charged on overdrafts and advances, but the attitude 
of bankers to borrowing customers was adapted to the 
prospect of stringent or easy credit conditions. It may 
be that, if Lord Keynes’s Clearing Union project had 
materialized, central banks and commercial banks in the 
participating countries would have become accustomed 
to adjust their credit policy to signals given by the 

Governing Board through changes in quotas and in 
charges on debit balances. 


16. Central Banks and Stabilization 

Lord Keynes looked forward to the Clearing Union 
being able to “use its influence and its powers to main- 
tam stability of prices and to control the Trade Cycle” 
(para. 39 (5)). Thus might have been realized the con¬ 
summation of the Genoa plan, “international co-opera¬ 
tion in the regulation of credit with a view to preventing 
undue fluctuations in the purchasing powerVf gold ” 

he Tu ° nal c °-°P erati °a f°t that purpose cannot 
besecured by any paper directions. It would have to be 

finely founded on a clear appreciation by the governing 

bodies of central banks of the responsibilities Sn™ of 
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those in control of the supply of money and of the 
credit mechanism by which the supply of money is 
placed at the disposal of the community. Unfortunately 
that clear appreciation does not exist. The tradition on 
which the conduct of central banks is founded is that 
of a supply of money imposed upon them independently 
of their own volition. They conceive a central bank to 
be a channel through which a given supply of money is 
directed in an orderly manner to meet a given demand. 

Even under a metallic standard this was far from being 
an adequate account of a central bank’s functions. By 
accelerating or retarding the creation of bank credit the 
central bank had the power of expanding or contracting 
the flow of money within wide limits. And it relied on 
its power of contraction and expansion to stop the 
process of expansion or contraction in time to keep 
within the limits allowed by the metallic standard. Its 
power of doing so was a necessary condition of con¬ 
forming to the metallic standard. 

When the gold standard is abandoned, the same 
power of expansion or contraction remains, but the 
limits imposed by convertibility into gold are with¬ 
drawn. Some other principle of limitation is evidently 
needed; expansion or contraction cannot be allowed to 
proceed indefinitely. Expansion cheapens the money 
unit, contraction makes it dearer, in terms of wealth. 
What cannot be allowed is an indefinitely great rise or 
fall in the wealth-value of the unit, for that would unfit 
it for the essential function of a measure of value. [It 
is the process of correcting a fall of the wealth-value of 
the money unit that has in past experience caused the 
torments of depression. If contraction is to be avoided, 
the expansion which causes the fall of the wealth-value 
of the unit must be checked in time. It is to be checked 


BRETTON WOODS 


31 


by the same process by which the contraction is 
brought about, that is to say, by dear money and the 
reluctance of bankers to create credit by lending. But 
this process, if applied in the early stages, before a 
monetary expansion has taken hold, is not to be com¬ 
pared to the violent contraction required when the 
expansion has been allowed to go too far, and threatens 
to get out of control. The one is to the other as an 
inoculation to a disease. 

A central bank which has the power of regulating the 
credit system of a country is burdened with the heavy 
responsibility of applying this instrument of contrac¬ 
tion when needed. If it delays doing so, the application 
has to be all the more severe. 

It is not sufficiently recognized that depressions are 
caused by the deliberate action of central banks. That 
is true not only of the violent deflations of 1920-2 and 

of 1929-31, but of those of the trade cycles experienced 
up to 1914. 

When the Genoa Conference recommended inter¬ 
national co-operation in the regulation of credit with 
a view to preventing undue fluctuations in the pur¬ 
chasing power of gold, it delegated the task of initiating 
this policy to a proposed conference of central banks to 
be convoked by the Bank of England. The central 
banks appear to have gone on strike, for Lord Norman 
miormed the Macmillan Committee in 1930 that the 
reason why the Bank of England did not summon them 
was that “they would not come.” 

So the vital safeguard against variations in the 
wealth-value of an ounce of gold, and therefore in the 
wealth-value of all money units equated to a prescribed 
quantity of gold, was never put into operation. 

Amid all the controversies among economists as to 
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the nature and causes of trade depressions and business 
cycles, one proposition emerges beyond challenge, that 
is, that a shrinkage in the flow of money is inevitably 
accompanied by a trade depression. And there is no 
doubt whatever that when central banks have recourse 
to deflationary measures in their regulation of credit 
their intention is to bring about a shrinkage in the flow 
of money. To give effect to the aim of preventing undue 
fluctuations in the purchasing power or wealth-value 
of the money unit, it is essential to take early steps to 
stop any undue expansion. An “undue” expansion 
would be one causing the flow of money to exceed the 
value of the community’s production under conditions 
of full employment. So long as every such tendency is 
checked in its early stages, before a cumulative rise of 
prices and wages has set in, no severely deflationary 
measures are ever necessary. A state of economic 
activity, always simmering, but never boiling over, 
marked by a remunerative but approximately stable 
price level and full employment, is the aim. 

The regulation of credit with a view to an equable 
flow of money is a matter of internal policy, calling for 
separate action by each country through its central 
bank and credit system. The effect of their separate 
action would be to facilitate the stabilization of rates 
of exchange, for rates of exchange reflect the relative 
wealth-value or purchasing power of the money units. 
It is therefore only through concerted action on the 
part of the central banks that an equable flow of money 
can be maintained, and each participating country 
spared the choice between adapting its credit policy to 
fluctuations in the wealth-value of the money units of 

others or varying its rates of exchange. 

Under the conditions of the present day the monetary 
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demand for gold constitutes practically the entire 
demand for it. The consumption of gold by industry is 
insignificant in comparison with the amount currently 
absorbed into monetary reserves. The world’s stock of 
monetary gold is far in excess of what is needed for the 
settlement of international balances, and the central 
banks which hold it are in a position, in virtue of their 
excess stocks, to dictate the value of gold. If the price 
of gold in money units is kept unchanged, the wealth- 
value of an ounce of gold has to conform to the wealth- 
value of the units composing its price. That is so, unless 
there is either an excess or deficiency of the supply of 
gold beyond what the central banks can deal with. If 
the supply of gold were to become so great that the 
excess over the amount needed for monetary reserves 
could not be absorbed, the interchangeability of gold 
and money would give rise to an excessive supply of 
money, and it might no longer be possible to maintain 
the wealth-value of the monetary unit at the desired 
level. 

But it was not an excess but a deficiency of gold that 

the Genoa plan was framed to guard against, and the 

same is true of the recent plans for supplementing gold 
reserves. 


17. The Bret ton Woods Plan 

Lord Keynes was not oblivious of the need for inter¬ 
national co-operation to guard against an undue mone¬ 
tary expansion. But he hardly accorded the need the 
prominence that it merits. 

And when the American counter-proposals, embody¬ 
ing a plan propounded by Dr. Harry White, were put 
forward, there was no vestige in them of this vital 
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provision. Nor does the Bretton Woods plan, which 
was evolved out of the two, contain any. 

Whereas Lord Keynes had proposed to supplement 
monetary reserves with a right to an advance in bancor 
from the Clearing Union, the American proposal con¬ 
templated the creation of an International Fund, to 
which every participating country would contribute 
(along with some gold) a quota of its own currency. 
The Fund would constitute a reserve of foreign exchange 
containing initially all the currencies in due proportion. 
Upon this reserve any participating country was to have 
the right to draw (within limits) by buying whatever 
foreign exchange it might need with its own money. 

Substantially that is the plan adopted at Bretton 
Woods. The International Monetary Fund is to be 
composed of quotas subscribed by the participating 
countries, partly in gold, partly from each country in 
its own currency. The total of the quotas of all the 
countries signing the Final Act at Bretton Woods would 
add up to S8,800 millions (equivalent to about 250 
million ounces of gold). The quota of the U.S. is 
$2,750 millions, those allotted to the U.K. and the 
Soviet Union (should the Union accede) $1,300 millions 
and $ 1,200 millions respectively. Seven other countries 
together account for $2,400 millions, leaving $1,150 
millions for thirty-five others. The gold portion is to 
be either 25 per cent of the quota, or 10 per cent ot 
the country’s net official holdings of gold and U.S. 

dollars, whichever is the less. 

The currency portion of a member’s quota is the sum 

of its own money which it is placing at the disposal of 
the other members. Any member can buy the money 
of any other from the Fund, subject to certain condi¬ 
tions. Its own quota supplies a measure of the amount 
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that may be bought: any excess of its purchases from 
the Fund over the sales of its money by the Fund to 
other members causes an increase in the Fund’s hold¬ 
ing of its currency, and that increase is not to exceed 
one-fourth of the quota in any period of twelve months 
(neglecting, however, such increase as may have been 
necessary to raise the holding to three-fourths of the 
quota 1 ); nor may the increase be such as to raise the 
holding to more than double the quota. 

Ordinarily any member can buy the money of any 
other from the Fund. But it may happen that a mem¬ 
ber’s currency is so much in demand that the Fund’s 
holding of it is threatened with exhaustion. The Fund 
can invite the member to lend a further supply of its 
currency, or can require it to sell a further supply to the 
Fund for gold. Either measure, however, would be only 
a stop-gap. Unless the excessive demand for the cur¬ 
rency ceases, the Fund’s holding of gold must itself 
ultimately be exhausted. 

Accordingly, “if it becomes evident to the Fund that 

£?. a memb er’s currency seriously threatens 
the Fund s ability to supply that currency, the Fund . .. 

s aU formally declare such currency scarce, and shall 
thenceforth -apportion its existing and accruing supply 

S ? TCQ currency ^th due regard to the relative 

situation berS ’ th u e gCneral internati onal economic 
situation, and any other pertinent considerations.” 

Lord Keynes s Clearing Union plan set a limit to the 

** “ U ' d be ™de to any one member! but 

cies Z r b Cd Wlt u th£ qUeStion of scarce curren- 
cies, any country with a favourable balance would 

in its ^own ^currency^ bj^anySjunS! ° r 1 ‘ ginalIy contributed 

gold contribution of one-fourth ^ Wluch makes the ful1 normal 
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receive the equivalent in bancor, and the amount of 
bancor created would know no other limit than the 
amount of bancor lent. 

The International Monetary Fund has to prescribe 
limits in both directions, a deficiency as well as an excess 
of the available supply of any currency. A deficiency is 
a sign of the strength of the currency concerned; an 
excess is a sign of its weakness. 

A country with a weak currency, relying on the Fund 
for its monetary reserve, may exhaust its quota; it is 
then in the same position as if, having no quota, it had 
exhausted its gold reserve; the same alternatives are 
before it: a credit deflation; a depreciation or devalua¬ 
tion of its money unit; a restriction of imports; exchange 
control. 

As to deflation, there is nothing in the Bretton Woods 
Agreement explicitly to debar a member from resorting 
to it. But among the purposes of the Fund is that of 
providing members with “opportunity to correct mal¬ 
adjustments in their balance of payments without resort¬ 
ing to measures destructive of national or international 
prosperity.” (Article I (v).) 

18. Depredation of a Member's Currency 

Devaluation is provided for (Article IV (5)) in case of a 
“fundamental disequilibrium.” The working of the 
Fund is based upon a system of par values. Every money 
unit is to have an agreed gold equivalent, determining 
the price of gold in the member country, and the rates 
of exchange between each unit and the others. “Each 
member undertakes, through appropriate measures 
consistent with this Agreement, to permit within its 
territories exchange transactions between its currency 


BRETTON WOODS 


37 


and the currencies of other members only within the 
limits prescribed,” the limits being 1 per cent above or 
below parity. “A member whose monetary authorities, 
for the settlement of international transactions, freely 
buy and sell gold within the limits prescribed . . . shall 
be deemed to be fulfilling this undertaking.” (Article 
IV (4).) 1 

There must always be a definite parity, so any reduc¬ 
tion in the foreign exchange value of a money unit 
must be a determinate devaluation, not a fluctuating 
depreciation. That a fluctuating depreciation may never¬ 
theless occur is recognized, for Article IV (8) requires 
a member to make good to the Fund in gold any loss 
through a reduction in the gold value of the unit, 
whether the par value is formally reduced, or “the 
foreign exchange value of the member’s currency has, 
in the opinion of the Fund, depreciated to a significant 
extent within that member’s territories.” 

Indeed, it is obvious that depreciation may perforce 
occur. • If a member incurs external indebtedness beyond 
what it can meet within the limits allowed for its pur¬ 
chases of foreign exchange from the Fund, and has no 
other monetary reserve at hand, it can no longer support 
its money unit at parity. It may restrict its imports, and 
impose exchange control. But a restriction of imports 
sufficiently drastic to restore parity may be quite im¬ 
practicable. Nor is it certain that exchange control 
can be effectively enforced. 

The country can comply with its obligation to permit 
foreign exchange transactions only within the prescribed 


may be i th se . ttle ®* en t of international transactions,” 

But^ tak e n liSr!n d 1°a reqmre the fre e export and import of gold. 

marlreH nr cA» a m d( *r s n , ot exclude the case where gold is ear- 

3Slde a , nd released for account of other countries 
even though export and import of gold be prohibited. 
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fractions of parity by simply passing legislation to pro¬ 
hibit transactions outside those limits. But the prohibi¬ 
tion of itself will not prevent illicit dealings at depre¬ 
ciated rates from constituting the real and effective 
foreign exchange market. 

In case of a “fundamental disequilibrium” a member 
may propose a change in the par value of its money 
unit, and the Fund must concur in the change if it is 
satisfied that it is necessary to correct a fundamental 
disequilibrium. There may be a difference of opinion 
as to whether that condition is complied with. The 
concurrence of the Fund is not required to any change 
which does not make the new parity differ from the 
original parity of the unit by more than 10 per cent; a 
change within that limit is within the member’s own 
discretion. If the parity of the pound sterling is origin¬ 
ally fixed at $4.03 (making the price of gold 173s. 8£d. 
a fine ounce) it can be varied between $4.43 and 
$3.63, without requiring concurrence of the Fund in 
the view that the change is required by a fundamental 
disequilibrium. 

19. Competitive Exchange Depreciation 

Nevertheless, “each member undertakes to collaborate 
with the Fund to promote exchange stability, to main¬ 
tain orderly exchange arrangements with other mem¬ 
bers, and to avoid competitive exchange alterations” 
(Article IV (4) (a)). And “whenever the Fund is of opinion 
that any member is using the resources of the Fund in 
a manner contrary to the purposes of the Fund ... the 
Fund may limit the use of its resources by the mem¬ 
ber,” and may ultimately “declare it ineligible to use 
the resources of the Fund.” (Article V (5)). 
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Exchange stability, orderly exchange arrangements 
and the avoidance of competitive exchange deprecia¬ 
tion have a prominent place among the purposes of the 
Fund (Article I (iii)), and it cannot be assumed that a 
member’s discretion to vary its money unit within 10 


per cent either way of its original parity will be abso¬ 
lutely untrammelled. When a deflationary movement 
is afoot, and prices in terms of money units tied to gold 
are falling in consequence of a contraction of the flow 
of money, any country which seeks escape from defla¬ 
tion by depreciating its money unit is likely to be 
accused of starting a “competitive exchange deprecia¬ 
tion.” To its competitors in export trades it seems to be 
filching their business by a kind of price cutting. That 
their remedy is in their own hands, and that they only 
have to follow their competitor’s example and let their 
own money depreciate, only makes the action look all 
the more clearly “competitive.” 

Yet depreciation is merely a cutting of the tie which 
involves the country in the deflation from which its 
neighbours are suffering. And, if the immediate impact 
on competing exporters is detrimental, the increased 
purchasing power which it derives from its increased 
exports is beneficial to the countries which supply its 
imports. The Fund may not object to a proposed 
change of parity “because of the domestic social or 
political policies of the member proposing the change” 
(Article IV (5) (f)). The intention of that proviso is that 
objection is not to be raised on the ground that the 
member has itself caused the fundamental disequili¬ 
brium by an expansionist or inflationary policy. It 

T aUy l ? appIy where ^ me mber declines to 
™ th ^ rest m deflationary measures. But it is just 
this latter case that objection is likely to be raised, 
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for it is when other members are suffering from depres¬ 
sion and unemployment that they are likely to look 
with a jealous eye on a state of things which not only 
allows normal activity to continue in the offending 
member’s internal business, but also gives its exporters 
a competitive advantage. When there is full employ¬ 
ment everywhere, no one thinks about competitive 
depreciation. But in case of a general depression the 
powers under Article V (5) might perhaps be invoked 
against a member resorting to depreciation. That sec¬ 
tion, it is true, only applies where “the resources of the 
Fund” are being misused, and, if the member avoids an 
adverse balance, and buys no foreign exchange from the 
Fund, it can contend that it is not using the resources 
of the Fund at all. But any purchase from the Fund 
with its depreciated currency makes the section applic¬ 
able and it is effectively debarred from using the Fund. 


20. Freedom to alter Parity 

A country’s right to alter the par value of its own cur¬ 
rency should never be parted with. I do not think any 
independent country has ever parted with it in the past. 
The condemnation of the gold standard is above all on 
the ground that it ties the currency to a parity which 
may impose deflation on the community. But the gold 
standard has never fastened parity on the currency by 
international agreement. The adoption of the gold 
standard has been effected by a legislative act which can 
at any time be reversed by another legislative act. And 
legislatures have shown themselves ready to pass the 
amending measure without hesitation when circum¬ 
stances so required. The mischief has been done by the 
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reluctance of central banks and governments to ask for 
such legislation. 

The limitation by the Bretton Woods plan of the 
freedom of a member to release its currency from fixed 
rates of exchange is a serious danger. Even if the mem¬ 
ber’s discretion within the 10 per cent limits is to be 
made a reality, there is nothing to prevent a deflationary 
movement far exceeding that limit developing. And, to 
guard against the deflationary contagion, it may'be 
necessary to make repeated and rapid adjustments of 
the foreign exchange value of the money unit, corre¬ 
sponding to the progress of the deflationary movement. 

The deflation that started in the gold-standard 
countries in 1929 more than doubled the wealth-value 
of an ounce of gold, but took five or six years to do it. 
A country which aimed at keeping the wealth-value of 
its money unit constant would have had to spread the 

modifications of its foreign exchange value over that 
period. 

The fact is that the Bretton Woods plan is quite ill- 
adapted to meet such a situation as that of the nineteen- 
thirties. By supplementing gold reserves it allows its 
members more latitude for monetary expansion in case 
of a shortage of gold, but there is nothing in the plan 

In ^Tthe "“T’ h ° WeVer §reat ’ be ' n S osed up. 
in 1929 the general resort to the use of reserves of 

hacl'exhaustedwh^F^ that Iatitude ’ but 

nao exnausted it. When France started converting her 

to ea!e the sh" 8 ! “ t0 gold > there was n0 margin 

to ease the shortage, and deflation set in. 6 

bv nuhtit PaDS10mSt P 0licy so widel y acclaimed not only 

would tnsuretZ’iH 111 by 1116 of “onontS 

r . that the margin will be exhausted When 
the limit comes into sight, and the inadequacy of resY^ 
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becomes imminent, the brake will be put on once again. 
Perhaps it is more likely that reaction will come while 
reserves are still ample, simply because an expansionist 
policy will be palpably going too far, and people will 
see the wealth-value of monetary units, despite conver¬ 
tibility into gold, declining to such an extent and with 
such rapidity as to shake the foundations of all economic 
relations—not only debts, but wages, leases, forward 
purchases, insurances, bequests, fiscal charges. Experi¬ 
ence showed in 1920 that no reliance can be placed on 
convertibility into gold to preserve the wealth-value of 
a currency unit. The monetary systems of the world 
have between them at their disposal so vast an accumu¬ 
lated stock of gold that they can, if they choose, main¬ 
tain convertibility in spite of an immense monetary 
expansion, and, so long as they do so, it is the value of 
the money units that governs the value of gold, not the 
value of gold that governs the value of the units. 

It is as important that a country should avoid being 
entangled in an inflationary movement indulged in by 
its neighbours as that it should resist the contagion of 
a deflation. It can do so by raising the foreign exchange 
value of its money unit. To that the Bretton Woods 
Agreement is much less likely to oppose an obstacle. 
Appreciation of a country’s money unit diminishes the 
competitive power of its exporters, and we are assum¬ 
ing a state of monetary expansion which would permit 
of full employment in spite of the appreciation. 

The obstacle is likely to be met with at home. Even 
though appreciation of the money unit does not cause 
any falling off in employment, it will diminish the ex¬ 
porters’ profits, and, though we are assuming that the 
diminution is no more than will offset the excess profits 
they would otherwise realize through the rise in world 
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prices, the exporters are sure to complain. The apprecia¬ 
tion of the money unit will counteract a rise in the cost 
of living, but it is unlikely that the wage-earners will 
have sufficient insight into the economic conditions to 
support the measure against opposition. 

Given that an inflationary movement has started on 
an international scale, by what practical steps is one 
country to dissociate itself from the general tendency? 
Obviously one indispensable condition is that it must 
cease to keep its money unit at the pre-existing parity. 
It cannot simply fix a new parity, because the progress 
of inflation will soon call for a further change, and, 
when the inflation comes to an end, a deflation is likely 
enough to take its place in the other countries, and part 
or all of the previous adjustment of foreign exchange 
rates would have to be reversed. 

There may have to be numerous adjustments at short 
intervals. Can they be left to a free and unregulated 
market to determine from day to day and from hour 
to hour? The market could not be expected to find and 
maintain the rates of exchange appropriate to the wealth- 
value of foreign currencies. Guidance from a central 
authority taking a longer view would be essential. There 
must be an Exchange Fund in the hands of the central 
bank or government to be used in the market in buying 
and selling foreign exchange at what are judged to be 
appropriate rates. 


21. Bank Rate 

If the monetary authorities could always decide pre¬ 
cisely what are the appropriate rates of exchange, their 
action in the market maintaining those rates would go 
far to achieve the desired aim of preserving the wealth- 
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value of the money unit unchanged. But even with the 
foreign exchange value of the unit so regulated, an 
undue expansion or contraction of the flow of money 
might nevertheless set in. It would show itself in a 
decrease or increase in the Exchange Fund’s holdings of 
foreign exchange or gold. 

Evidently the monetary authorities must have at their 
disposal some means of correcting such a tendency. 
The position is precisely that which the nineteenth cen¬ 
tury dealt with by means of Bank rate. 

As has already been pointed out (page 9), the 
raising of Bank rate was a procedure evolved for bring¬ 
ing about a diminution in the community’s supply of 
money, more moderate in operation than a simple 
refusal by the central bank to lend. Bank credit, in the 
forms of deposits at the central bank and the central 
bank's note issue, constitutes the country’s supply of 
money. The note issue is the hand-to-hand currency, 
while the deposits are potential currency, forming the 
cash reserves of the commercial banks and the medium 
by means of which they settle accounts with one 
another. This bank credit is created by the central bank 
when it lends or acquires an asset, for its assets are 
balanced by equal liabilities. And, when the central 
bank’s loans are repaid, an equivalent amount of its 
liabilities—so much, that is, of currency or potential 
currency—is extinguished. If a great part of the central 
bank’s assets consists of short-term loans to traders 
(such as commercial bills of exchange) it can, by refus¬ 
ing to lend, cause currency to be extinguished as fast 
as these short-term loans mature for payment. But 
experience showed that this refusal to lend was too 
severe a treatment. Indeed, it was just at times when 
credit expansion had gone too far, and a reduction of 
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bank credit was urgently necessary, that an absolute 
refusal to lend was likely to cause the failure of traders 
and banks who were really solvent. 

Instead of refusing to lend, the Bank of England 
adopted the practice of raising its charges for lending. 
The rate of discount at which it would take bills of 
exchange was put up to 8 or 10 per cent in the crises 
of 1847, 1857 and 1866. As the London discount 
market and banking world came to learn the signifi¬ 
cance of Bank rate, more moderate rates were found 
sufficient to provide the desired deterrent effect. From 
1874 to 1914 Bank rate fluctuated between 2 and 5 per 
cent, with only occasional rises to 6 or 7 per cent. It 
had become a delicately adjustable instrument, capable 

of applying slight pressure for a few days, as well as of 
imposing a severe deflation. 

To a central bank which cuts loose its credit system 
from an inflation of international scope, such an instru¬ 
ment is indispensable. Unless it can check credit ex¬ 
pansion at home, its endeavours to raise the foreign 

exchange value of its money unit will simply lead to the 
loss of its reserves. 


ts true aim is to prevent an undue expansion of the 
flow of money An appreciation of the money unit 
heips towards the attainment of that object, by making 

taexnort“ Stn ? S t WWch meet forei 8 n competition eithef 
m export markets or in import markets less profitable. 

The incomes derived from these industries are reduced, 

derived t e * pansio ° may so increase the incomes 
derived from the rest of the country’s economic activitv 
as to outweigh this reduction. ^ 

idra h ofinrr3 ank r3 i e ;° reguIate credit grew out of the 
bv^nc™ “ f j nd decreasin g the quantity of money 
y increasing and decreasing the central bank’s lending 5 ^ 



46 


BRETTON WOODS 


and it is sometimes criticized on the ground that a 
change in the quantity of money does not necessarily 
produce a corresponding change in the flow of money. 
And it is true that there may be a wide discrepancy 
between them. But the criticism is a misconception of 
the mode of operation of Bank rate. For the creation 
of credit works directly on the flow of money, so that 
the effect of credit regulation does not have to operate 
through the quantity of money, and does not depend on 
the response of the flow of money to changes in the 
quantity. 

A rise of Bank rate is reflected in a rise of short¬ 
term rates of interest, and in a reluctance of bankers 
to allow loans, discounts and overdrafts. There results 
a postponement of various outlays which would involve 
short-term borrowing, and the postponement of out¬ 
lays means a shrinkage of demand and so a falling off 
of productive activity. The shrinkage of demand pre¬ 
cedes the falling off of production, and the goods pro¬ 
duced and not sold may involve an actual increase in 
borrowing from the banks, in spite of the bankers’ 
reluctance and their increased charges, so that the 
quantity of bank credit may increase just when the flow 
of money decreases. And various other ways might be 
instanced in which changes in the quantity of money 
and in the flow of money may fail to be in the same 
proportion or even in the same direction. 

The economic scepticism of the present day has some¬ 
times thrown doubt on the efficacy of Bank rate as an 
instrument for the regulation of the flow of money. Its 
deflationary power is not seriously disputed; that, if 
the rate can be raised without any limit, it can be raised 
high enough to have a deterrent effect, is almost self- 
evident (unless indeed the commercial banks have been 
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stuffed overfull with Governmental borrowing, and 
commercial and private borrowing crowded out). The 
present cult of cheap money springs from a conviction 
of the deflationary effects of dear money, a conviction 
amply supported by a century’s practical experience. 

As. to the efficacy of cheap money to stimulate bor¬ 
rowing and start revival, there is more room for doubt. 
Borrowing is not attractive, however cheap the rate, 
unless there is a prospect of using the money borrowed. 
At times of severe depression opportunities of profitable 
use are abnormally limited. Cheap money may con¬ 
tinue for considerable periods, as in 1894-6 and 1867-8, 
before any appreciable revival of activity is felt. But 
never till the nineteen-thirties was it found so to fail 
that all the countries that maintained free markets in 

foreign exchange had eventually to lapse from their 
gold parities. 

It is only in the event of an exceptionally severe 
depression that cheap money fails to evoke revival. And 
severe depressions need never occur unless central banks 
or monetary authorities of set purpose bring them about 


22. An Independent Exchange and Credit Policy 

h ? S tem P ted us ‘nto a digression. We 
were considering the position of a country seeking to 

lssociate itself from an inflationary movement of inter¬ 
national extent. It must not only adjust rates of ex- 

in temsof its° ?*** ^ Va ' Ue 0 " or ^ n money units 
wealth llT f I n r to corres P°nd with the falling 

m~s of He 0mler; * mUSt aIso im P° se suc h 
prevent a and credit restriction as will 

prevent a monetary expansion developing from within 

Tie purpose of this procedure is to avoid being drawn 
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into an excessive monetary expansion, an enlargement 
of the flow of money and a rise of the price level, such 
as have in the past led to a violently deflationary cor¬ 
rective, and are sure to do so again, if allowed to occur 
in the future. 

But it is clear beyond doubt or controversy that any 
such process of judiciously adjusted alterations of rates 
of exchange would be irreconcilable with the Bretton 
Woods plan. Even within the 10 per cent zone, altera¬ 
tions of parity are only allowed in case of a “funda¬ 
mental disequilibrium.’’ Could it be maintained, when 
an alteration of 1 per cent has been made on Monday, 
that a fresh fundamental disequilibrium requires a 
further 1 per cent on Tuesday? More than one altera¬ 
tion of parity may reasonably be needed to deal with 
a given fundamental disequilibrium, but a policy of 
altering rates of exchange every day or two to meet a 
fresh fundamental disequilibrium would hardly be con¬ 
sistent with the purpose in Article I (iii), “to promote 
exchange stability.” The plea that it is the one currency 
that is stable, and all the rest are fluctuating, would 
only be listened to if the Executive Directors of the 
Fund themselves recognized wealth-value as the criterion 
of stability. 

There is nothing in the Bretton Woods Agreement to 
support such a view, and the past history of central 
banks does not encourage us to look for it among their 
governors and directors. Individuals with an apprecia¬ 
tion of the importance of stability of the wealth-value 
of a currency unit have occasionally been admitted to 
their fraternity, but never in such numbers or with such 
influence as to determine policy, with the one notable 
exception of Benjamin Strong. 

Would it not be possible, it may be asked, to impose 
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the requisite measures of credit restriction, and to defer 
the corresponding adjustments of rates of exchange till 
the need should become clear? Hardly. Prices would 
rise to the international level in all industries compet¬ 
ing either in the export markets or in the import markets, 
and every addition to price would yield a clear addition 
to profit. The additional incomes gained by the profit- 
makers would be a powerful factor making for inflation, 
and there would be pressure from the workpeople in 
these industries for higher wages. It may be that some 
countries are so nearly self-contained that they could 
keep these inflationary tendencies in check, but in one, 
such as Great Britain, where internationally traded 
goods play an important part in the total production, 
there could be little hope of doing so. 

It looks, therefore, as if membership of the Bretton 
Woods International Monetary Fund would be incon¬ 
sistent with stability of the wealth-value of the money 
unit, unless the members of the Fund themselves 

adopted this aim, and agreed together upon efficacious 
means of attaining it. 


23. The Wealth-value of the Money Unit 

Surely that is the vital condition of making the plan a 

® U f C “ SS , t , Wh . at the " does it mean? And how is stability 
of wealth-value to be achieved? J 

i.nh h f Wealth ' vaIue or Purchasing power of a money 
umt is in some ways a rather elusive concept. It is 

rnTmod t mverse ° f the price level - The value of 
any product in money ls the number of money units in 

the price of the product. The value of the money mit 

m terms of the product is the quantity of the nrodurt 

that can be bought with a unit'of moly fcley 
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unit has in that sense a separate value relative to every 
marketable product. But if we want to compare the 
wealth-values of the unit at different times or places, 
or of two different units, we encounter the difficulty that 
the relative prices of different products will not be 
exactly the same. To make the comparison we must 
strike an average. That is to say, we must form a price 
index , showing the average of the proportionate changes 
in all the particular prices concerned. The index shows 
the change in the price level, and the inverse of the index 
shows the change in the wealth-value of the money unit. 
Stability of wealth-value so understood would simply 
mean stability of the price level. 

There are many ways of averaging, and the variations 
of the price level would be slightly different (sometimes 
even substantially different) for different ways of averag¬ 
ing. Discrepancies due to methods of averaging are not 
a very serious imperfection in the practical application 
of index numbers. But a defect of a price index as the 
criterion of monetary stability is that some prices are 
constantly being affected by non-monetary causes. 

For example, the prices of products of the soil vary 
widely according to the yield of crops. Scarcity may 
drive up the prices of some staple foodstuffs or materials 
to a high level, and if the products in question are im¬ 
portant", and “weighted” substantially in the composi¬ 
tion of the average, there will be a perceptible rise in 
the index. Such a rise has nothing to do with a monetary 
expansion, and if the central bank proceeded to correct 
it by a contraction of credit, there would be a quite 

inopportune deflation. . 

Again, technological progress is constantly diminish¬ 
ing the cost of production first of one commodity and 
then of another. A reduction of cost tends to produce 
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a reduction of price, but this is not a sign of deflation, 
and a relaxation of credit to counteract a fall in the 
price index so caused would be out of place. In the 
United States in the prosperous years 1923-9 techno¬ 
logical progress was steadily reducing the price level, 
though the national income was expanding. 

The conclusion to which these objections point is that 
the true test of monetary stability is not the prices of 
products but the price of human labour. That i$ un¬ 
disturbed when the productivity of a given quantity of 
human labour is decreased by scarcity or increased by 
technological improvements. The condition of an 
equable flow of money is that the valuation of the human 
effort which constitutes the aggregate of incomes, 
should be maintained unchanged. 


24. The Signal for Action in Credit Regulation 

An unvarying wage level, it is true, is consistent with 
changes in the aggregate of incomes, because the in- 

de r 1 V t d fr0m profits ma y va ry- The desired 
stability of the wealth-value of the money unit would 

require stable profit margins, that is to say, profit 

margins just sufficient to stimulate enterprise to the 

extent necessary to maintain full employment. Unem- 

and'thatV* th !^ lgn that . profit margins are insufficient, 
and that; a credit expansion is desirable. 

• may bC unem P 1 °y me nt, it is true, in a particular 

industry or group of industries, due to some non 

monetary economic cause: a contraction of demand for 

the product, a loss of markets to competitors intrusion 

ma eTwT® " pr0ducts > or exhaustion of 

materials. Special unemployment so caused has m h* 
distinguished from general unemployment, which, being 


bio 
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due to a monetary contraction, affects all industries 
impartially. General unemployment will never be uni¬ 
versal, because there are sure to be some exceptionally 
active industries which can maintain full employment, 
and which only experience a retardation in their rate 
of growth. But there need be no fear that a central bank 
with its intimate knowledge of industrial and commer¬ 
cial conditions will be unable to distinguish the two 
kinds of unemployment. 

Profit margins should be sufficient to maintain full 
employment, but not more than sufficient. How is the 
central bank to recognize the symptoms of a growth of 
profit margins beyond that limit? It may be difficult to 
formulate any exact criterion. The danger to be guarded 
against is a rise of prices and profit margins to such a 
degree as to induce a rise of wages. But the central bank 
ought to intervene with its restraining influence before 
that stage is reached. 

Too liberal a creation of credit is reflected in an expan¬ 
sion of the orders given to producers. To the extent that 
the producers are under-employed they can take the 
orders at existing prices (except where price conces¬ 
sions previously made in order to keep their plant 
occupied are withheld). It is when their productive 
capacity begins to be strained, and deliveries delayed, 
that higher prices begin to be quoted. Here again a 
central bank in close touch with trade and industry 
ought to be promptly aware of that state of things, and 
ought to be able to take action in time to retard the 
creation of credit before the rise of prices has gone so 

far as to occasion a rise of wages. 

A theoretically perfect application of this procedure 
would stereotype the wage structure of the community, 
so that progress towards a better standard of living 
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would be wholly by way of reductions of costs and 
prices, to the exclusion of increases of wages in terms of 
money. But the matter is not so simple as that. The 
wage structure is highly complex. Competition in the 
labour market tends to yield higher wages to the more 
skilled functions, or rather to those functions which call 
for qualifications not generally possessed or easily 
acquired. But cutting across the classification by skill 
is a classification by reference to the degree of prosperity 
of different industries. Expanding industries attract 
labour by offering higher wages, while declining in¬ 
dustries are unable to pay wages at rates that would 
extinguish their profits, and workmen unwilling to mi¬ 
grate to more remunerative occupations have to be 
content with what their employers can afford to allow 
them. 

Yet another cause of inequality is the unequal 
strength of labour organization. A powerful trade 
union may extort high wages from an industry, and 
maintain them by exercising a monopolistic power over 
the recruiting of labour for the industry. 

Consequently it is not possible to point at any time 
to a definite wage level and to compare it arithmetically 
with the wage level at another time or place. Changes in 
the wage level can only be measured, like changes in 
the price level, by reference to an index number, with 
all its puzzles of averaging and weighting. 

At the same time underlying the anomalies of the 
wage structure there is a standard of a kind. There is a 
normal rate of wage which it is reasonable for an able- 
bodied man with no exceptional qualifications to expect 
Upon that conception depend all judgments as to 
whether particular rates of wages are or are not high, 
or whether they are reasonable by reference to the 
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qualifications or degree of skill required. There are 
bound to be constant adjustments of particular rates 
based on such comparisons. But those adjustments are 
distinguishable from a change in the assumed normal or 
basic rate of wages itself. A monetary policy may claim 
to have attained stability of the wealth-value of the 
money unit when it has succeeded in preventing any 
such change in the flow of money as would call for 
a change in the basic level of wages. 

Such a policy would not depend primarily on statis¬ 
tical calculations of average or basic wages. The data 
for such calculations cannot be made promptly available. 
The news of extensive advances of wages would always 
become a matter of common knowledge some weeks 
and very likely months before any comprehensive statis¬ 
tics could be collected and compiled. And the aim would 
be to take the appropriate restrictive action before any 
such increases occurred. 

The central bank would have to rely on its own dis¬ 
cernment of business conditions. Is that so difficult? I 
do not think there has ever been a time in the past 
century when the business world has not been aware of 
the state of trade, whether expanding or contracting or 
keeping level. 

What is needed, however, is to decide whether expan¬ 
sion or contraction or neutral action is appropriate to 
the conditions of the moment, and for that there is a 
statistical fact which is of high value, and which can be 
made promptly available. That is the number of 
unemployed. 

So long as the unemployed exceed the normal num¬ 
ber, the presumption is that expansion, if in progress, 
should be acquiesced in; if not in progress, should be 
started. On the other hand, when full employment 
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prevails, any tendency to a further expansion of demand 
and acceleration of activity should be checked. 

Exact statistics of unemployment are not essential, 
for the broad state of employment is usually a matter of 
common knowledge. But undoubtedly frequent, prompt 
and reliable returns would be of great value, and would 
increase the precision and efficacy of the policy of 
stabilization. 

Even reliable returns of unemployment do not of 
themselves give unequivocal guidance. They include all 
the special unemployment due to the dislocation of par¬ 
ticular industries. To some extent remedial measures 
for special unemployment can be assisted by a monetary 
expansion. If it is desired to draw labour away from 
an industry which has no prospect of recovering from 
adversity, an expansion of demand for the products of 
other industries will help. But it would be a grave mis¬ 
take to push monetary expansion to excess, that is to 
say, to carry it beyond the point at which it facilitates 
the attraction of displaced labour into expanding in¬ 
dustries, and to start an undesirable rise of prices and 
profits, probably followed by a rise of the wage level. 
In interpreting unemployment returns, therefore, it is 
important to take into account the existence of non¬ 
monetary causes of special unemployment. 


25. Monetary Policy and Wage Policy 

The foregoing examination of the essentials of a policy 
ot monetary stabilization throws into clear relief the 
intimate relation between monetary policy and wage 

P° ^ the wa g e level is the true measure of the 
wealth-value of the money unit, any movement for a 
c ange in the wage level is a movement for a change 
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in the money unit. Monetary policy may refuse or fail 
to adjust the flow of money to the change in the wage 
level. But, if so, it leaves the economic system out of 
trim. If the flow of money is not adjusted to a rise in 
the wage level, profits will be diminished, productive 
activity will fall off, and there will be unemployment. 
If the flow of money is allowed to increase beyond the 
due proportion to the wage level, prices rise and profits 
are swollen at the expense of “real” wages, that is to 
say, of the wealth-value of wages. 

It follows that the co-operation of organized labour 
is needed to maintain stability of the money unit. If 
the stabilization policy works smoothly, the co-opera¬ 
tion desired will be no more than an abstention from 
any pressure for a general rise of wages. Stabilization 
itself would remove the principal causes of general wage 
movements: the rise in the cost of living, which pro¬ 
vokes demands for the restoration of real wages; the 
excess profits, of which the workpeople claim to receive 
a share; and on the other hand the unemployment, 
which points to a general reduction of wages. 

Under the gold standard, as developed in the nine¬ 
teenth century, the variations of the flow of money were 
kept within bounds, and general rises and falls of the wage 
level were on a very moderate scale. There was a pre¬ 
dominant tendency to a gradual rise, so that the average 
money wage in England was nearly doubled between 
1850 and 1914. It is not to be deduced that there is an 
inevitable pressure towards a rise of the wage level at 
that rate; the time was one of greatly increased gold 
production, to which the wage level and price level 
had in any case to be adjusted. But there is undoubtedly 
some tendency for the wage level to rise gradually over 
any long period. It is always easier to put wages up 
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than down. The expanding industries want to attract 
labour, and workpeople want some share in their em¬ 
ployers’ prosperity. Declining industries encounter 
resistance to any proposal for cutting wages, and have to 
stand comparisons with the wages paid by more pros¬ 
perous rivals. 

To a gradual rise in the wage level there is no very 
weighty objection. Even when the cumulative effect in 
two generations is to double the level of money wages, 
the average yearly increase is only a little over 1 per 
cent. A change no greater than that does not seriously 
upset the calculations of those who enter into pecuniary 
contracts or acquire pecuniary rights. 

What has to be guarded against is the attitude of 
mind which conceives the wage level as the unending 
battle-ground of employers and employed, wherein 
every rise of wages counts as a victory for the employed, 
and a fall or even a failure to secure a rise counts as a 
defeat. If the price level has to rise in proportion to the 
wage level, the wage-earners will find themselves just 
where they were before. 

That is on the assumption, however, that prices and 
profits are normal. If prices and profits are excessive 
in relation to wages, then a rise in wages to the extent 
permitted by the excess will confer a real and legitimate 
benefit on the wage-earners. 

Evidently, therefore, if organized labour is to be 
invited to co-operate in a policy of stable money, the 
monetary authorities, for their part, must be always on 
the alert to check a rise of prices beyond the due relation 
to the wage level. Prices and profit-margins must be 
the lowest compatible with full employment. 

Employment must be the criterion. The economic 
orces^ determining profit margins are subject to such 
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hazards, uncertainties and wide inequalities that no 
standard of profits can be appealed to as an indepen¬ 
dent test. The motive of enterprise is the expectation 
of profit, whereas statistical returns show not the ex¬ 
pectations but the profits realized. 

Here then are the principles by the observance of 
which central banks can secure that stabilization of the 
wealth-value of their money units without which not 
only the Bretton Woods plan, but any monetary system 
will come to grief. 


26. Financial Centres 

The regulation of credit is a matter for each country 
separately. Credit is another name for debt, and every 
debt is reckoned in terms of the money unit of the place 
where it is made payable. A central bank regulates 
credit within the area in which the money unit it is 
responsible for obtains. 

If rates of exchange are held constant, whether by an 
international metallic standard or otherwise, money 
units are not independent of one another. A metallic 
standard does not keep rates absolutely fixed; the link 
between different units consists in the possibility of 
transmitting the monetary metal from one country to 
another, and the cost of doing so, though always in the 
case of gold a very small fraction, is not negligible in 
the calculations of one who is borrowing or entering 
into a forward commitment over a period of a few 
months or weeks. If nevertheless incompatible credit 
policies in two countries cause one to lose reserves to 
the other, either can rectify its position simply by aban¬ 
doning the policy of a fixed rate of exchange. 

But it would be wrong to conceive of the economic 
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world as composed of wholly independent credit 
systems, as many as there are independent countries. 
The evolution of centuries has formed a very limited 
number of great mercantile and financial centres, which 
undertake a large proportion of the marketing and 
financing of the exportable products of the rest. In the 
nineteenth century London was pre-eminent among all 
such centres. In some respects, but not in all, it has 
been outdistanced by New York in the twentieth. 

The financial business of London grew out of its 
marketing business. It was well qualified, both by 
geographical position and by British mercantile talents 
and experience, to act as a great interpost for the dis¬ 
tribution of products from all over the world to Europe 
and of the European products to be sold in exchange. 
The goods marketed through London were priced and 
paid for in British pounds sterling, and the ancillary 
banking operations were provided alongside the 
markets. The merchants who bought and sold had 
accounts at London banks, and relied on the same banks 
to supply them with money when required by way of 
advances or the discounting of bills. 


27. Bank Rate and World Trade 

Consequently the London banking system governed 

credit not only in Great Britain but throughout the 

world. When the Bank of England put up Bank rate, 

and London bankers raised their charges and became’ 

less willing to lend, the merchants dealing in British 

markets would tend to postpone their purchases. 

Markets became less favourable to sellers all over the 
world. 

Could not the effect be offset, it may be asked, by a 
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very minute reduction of the prices asked? Suppose a 
merchant, contemplating a purchase by means of a 
bank advance, finds the rate of interest 1 per cent 
higher than he had anticipated. By postponing his 
purchase for, say, three months he would save only 
i per cent, so apparently a concession of i per cent in 
the price should extinguish the advantage of postponing. 

But in general it will only be an actual diminution of 
purchases that will produce even so slight a fall of price. 
And a price concession would only counteract the post¬ 
ponement of purchases if it were regarded as temporary; 
if it were attributed to credit restriction, and there was 
a prospect of the credit restriction being prolonged and 
possibly intensified, the grounds for postponing the 
need for borrowing would be greatly strengthened. 

The ready response of world trade to the state of the 
London money market grew out of experience. Move¬ 
ments of Bank rate came to be associated in the traders’ 
minds with movements in the commodity markets. 
Relatively slight changes in Bank rate evoked a notice¬ 
able reaction. 

Since 1932 the use of Bank rate has been in abeyance 
in both London and New York. Cheap money has 
prevailed in peace and war alike. Under war condi¬ 
tions commercial borrowing has been crowded out; 
controls have so restricted the purchases which would 
normally be made in part with borrowed money that 
the terms of borrowing have ceased to be a factor. 

In the peace-time conditions of the years 1932-9 there 
was an unbroken sequence of cheap money, because 
there was severe unemployment in both Great Britain 
and America, and nothing could be contemplated that 
would stand in the way of the monetary expansion 
which was an indispensable condition of a revival of 
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activity. This long spell of cheap money (Bank rate 
remaining unchanged at 2 per cent from February 1932 
to August 1939) has contributed towards the prevalent 
view that Bank rate as an instrument of monetary 
regulation is not merely discredited but obsolete. 

That is a very dangerous misconception. Bank rate 
policy was in abeyance in those seven years because 
they were years of continued depression and unem¬ 
ployment. There was no moment (even in 1936-7, 
when signs of a revival did appear for a time) at which 
any other monetary policy than one of expansion was 
appropriate. The brake fell into disuse because the 
journey lay mile after mile uphill. 

That state of things was not merely exceptional; it 
was but one aspect of a monetary breakdown which 
dislocated the economic life of the world, and en¬ 
gendered a spirit of frustration and despair such as to 
threaten mankind with a return to the Dark Ages. 
Such an experience civilized society cannot afford to see 
repeated. To plan on the assumption that it is to be 
normally recurrent, if not chronic, in the future is 

surely to go beyond pessimism into the region of night¬ 
mare. 


28. Dear Money an Essential Corrective 

If economic activity to the extent of full employment is 
to be consistently maintained in the future, central 
banks must be armed with suitable correctives to pre¬ 
vent a monetary expansion from proceeding to excess. 

And no such corrective is complete without the support 
of dear money. 

“Pedients have been in favour, and some 
contribute very materially to the desired end. Sales 
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by the central bank of securities or bills in the 
open market formed an important part of Governor 
Strong’s methods. The reduction of the central bank’s 
assets brings about an equal reduction in its liabilities, 
and its liabilities are money in the eyes of the commer¬ 
cial banks and the public. But if the central bank is 
ready all the time to lend to them at a low rate, the 
money will be replaced. The central bank, it may be 
said, need not lend. But a refusal to lend is not less but 
more restrictive than a rise in the rate. 

Even if the central bank goes on lending without stint, 
may not the commercial banks be unwilling to rely on 
its doing so? They may, provided there is no under¬ 
standing or prejudice to stand in the way of a rise in 
the rate. 

The same comments apply to the system of statutory 
reserve proportions imposed on commercial banks. If 
a commercial bank is required by law to keep a reserve 
of, say, 10 per cent of its demand liabilities on deposit 
with the central bank, and the central bank is given 
power to prescribe an increased proportion, the increase 
may fail of deflationary effect if it is made too easy for 
the commercial banks to add to their reserves by bor¬ 
rowing from the central bank. 

The case becomes all the stronger when the banks 
hold a great quantity of short-term Government 
securities such as treasury bills. Instead of borrowing 
from the central bank they can procure additional cash 
from the Government itself by simply refraining from 
replacing the treasury bills as they fall due. The Govern¬ 
ment has to obtain the necessary cash by borrowing 
from the central bank. No central bank can ever refuse 
to lend to the Government in such a predicament. 

From the point of view of the commercial banks the 
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holding of treasury bills is an alternative to commercial 
bills or loans to customers for the placing of their funds, 
and their charges for the latter will not be less than what 
they can obtain from the former. It is still possible, 
therefore, for the central bank to make Bank rate effec¬ 
tive in the market by insisting that treasury bills yielding 
that rate be offered for sale to whatever amount the 
market will take. And, when the Government redeems 
floating debt, the deflationary effect may be stultified 
if the way is made easy for the credit extinguished to be 
replaced by trade borrowing. 

Bank rate has the invaluable advantages that any 
desired change can be made promptly at a moment’s 
notice, that the extent of the change can be adapted to 
the situation of the moment, and that it can be further 
varied in the light of the experience of its effects. 

If there is to be any credit policy. Bank rate will be 
its indispensable instrument. 


29. Gold and Bretton Woods 

Credit policy, as we have seen, is an internal affair for 
each independent country, but the majority of countries 
find it convenient to follow the lead of a few centres. 
That was the credit structure into which the Genoa 
resolutions were to fit. The world’s financial centres 
were to be the gold centres. The regulation of credit 
with a view to preventing undue fluctuations in the 
purchasing power of gold would devolve on the gold 
centres, and all other countries could be content to 
maintain parity with them. 

The central bank at a gold centre would be regulat¬ 
ing credit not directly in terms of gold but in terms of 
its own country’s money unit; gold would be linked to 
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the unit through the convertibility of the currency. The 
stabilization of the units of two gold centres in terms of 
wealth-value would make the stabilization of the rate of 
exchange between them, the value of each unit in terms 
of the other, smooth and easy. Only a very deep-seated 
change in the economic condition of one of them would 
require an alteration of the rate. It would likewise be 
smooth and easy for their monetary satellites to main¬ 
tain unchanging parities with the centres. 

The stabilization of the wealth-value of the money 
units would make the Bretton Woods plan workable, 
also, it may be said, not very necessary. By providing 
a centralized reserve of foreign exchange in all money 
units, the plan supplements gold reserves, and helps to 
guard against a shortage of gold. But the world’s 
monetary stock of gold is now very large. It is estimated 
at some 1,000 million ounces, or double the 500 million 
ounces held in 1929. And the practice of holding re¬ 
serves of foreign exchange is still pursued, and will 
continue even when the Bretton Woods plan is in opera¬ 
tion. The monetary system of the world would have a 
long way to go to grow up to its reserves and to come 
within sight of a shortage of gold. The annual output 
of gold from the mines has been restricted since 1940, 
but it is likely to be restored at least to the 40 million 
ounces produced in that year. 

It may be that precaution is necessary against an 
excess as well as a deficiency of monetary gold, and the 
Bretton Woods plan allows a change of gold parities 
either upwards or downwards. There has been much 
controversy as to whether the acceptance of the Bretton 
Woods plan is or is not a re-establishment of the gold 
standard. It does equate every money unit to a pre¬ 
scribed quantity of gold, and it relies on gold as^a 
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medium of international settlement and as the primary 
constituent of monetary reserves. The charge of f per 
cent (reducible, but not below £) on foreign exchange 
procured from the Fund, though not very high, is 
probably high enough for the preference to be given to 
direct settlements in gold by one central bank with 
another without the intervention of the Fund (unless 
there be some independent ground of preference for 
the Fund). 


30. The Power to change Par Values 

If the Bretton Woods plan can be correctly described as 
departing from the gold standard, it is because it ex¬ 
pressly provides for alterations of gold parities. That 
contravenes the principle of the gold standard; if gold 
is really to be the standard of value, then the gold 
equivalent of the unit of value must be unalterable. 

But in the practical limitations of human life it is in 
any case unalterable only to the extent that law can 
make it so. It can be either altered or made variable at 
any moment by an act of the legislature. In that respect 
the attachment to gold is not less but more rigid under 
the Bretton Woods plan. Nor is it at all clear that the 
procedure for altering parities will be more readily 
resorted to than under the traditional gold standard. 

There must be some standard of value. From time 

immemorial the precious metals have supplied that need. 

If Bretton Woods dispenses with gold, what standard is 

to take the place of gold? Among the six Purposes set 

out in Article I a standard of value has no place. The 

promotion of exchange stability is there, but there is no 

reference to stability of wealth-value. Use of the power 

under Article IV (7) of levelling par values up or down 
c* 
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by a uniform proportionate change in them all would 
have the effect of adopting a changed gold standard of 
value, but still a gold standard. If we assume that the 
power would be resorted to to counteract an undesired 
change in the wealth-value of gold, the only foundation 
for that assumption is the hope that people will act 
reasonably. It is only too possible that the power might 
be used to avoid putting the brake on when a world¬ 
wide inflation threatens to outstrip the limits imposed 
by the supply of gold. 

This power to level parities up or down would be 
quite inappropriate as a means of counteracting fluctua¬ 
tions in the wealth-value of money units arising from 
an expansion or contraction of credit. For the wealth- 
value of gold follows the wealth-value of the money 
units. An alteration in the gold value of the units will 
in the first instance alter the wealth-value of gold , and 
leave that of the units unchanged. It will only tend to 
affect the wealth-value of the units through the change 
in the money value of gold reserves influencing credit 
policy, and there is no certainty that credit policy will 
be affected. 

The primary need is for the central banks to con¬ 
cert credit policy itself with a view to avoiding a change 
in the wealth-value of their units. If reserves are at 
any time out of trim with their credit policy, the 
alteration of gold parities without alteration of mutual 
rates of exchange would be one way of correcting the 
deviation. But experience has repeatedly shown that the 
monetary authorities of the world can absorb very large 
variations in the aggregate of reserves without being in 
any way compelled to modify their credit policy. The 
repercussion of reserves on credit policy has usually 
been due to the obligation imposed by law on a central 
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bank to conform to a reserve proportion in itself quite 
arbitrary, and relief has frequently been attained by 
simply amending the law. When gold movements be¬ 
come so big as to overstrain the capacity of central 
banks, governments step in and create Exchange 
Funds, which can absorb redundant gold almost with¬ 
out limit. 

The power to change parities under the Bretton Woods 
plan is likely to work in a one-sided way. It requires 
the consent of “every member which has 10 per cent 
or more of the total of the quotas,” that is to say, the 
United States, the United Kingdom and the Soviet 
Union. The Soviet Union (if it accepts membership) 
may be guided in giving or withholding its consent by a 
benevolent interest in the smooth working of capitalist 
finance and industry, but its own principal interest will 
be to secure an adequate equivalent for the gold pro¬ 
duced from its own mines. The United States is also a 
gold producer on a considerable scale, and the United 
Kingdom, though not itself a producer, is deeply in¬ 
terested both financially and politically in the vast gold 
output of other British countries. It will not be easy to 
get these members to agree to a reduction in the price 
of gold. On the other hand they are likely to be only 
too ready to agree to an increase, if the circumstances 
seem to make a good case for it. 

And this tendency is quite in accord with the policy 
underlying the Bretton Woods plan—one of its pur¬ 
poses (Article I (v)) is to provide members with “ oppor¬ 
tunity to correct maladjustments in their balance of 
payments without resorting to measures destructive of 
national or international prosperity.” That is unequi¬ 
vocally taken to mean “without resorting to measures 
of deflation.” * 
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It may be that the uniform alteration of parities will 
not be so exercised as to raise the price of gold; it is 
extremely unlikely to be used to reduce it. If it is never 
to be resorted to either way, then the plan does mean a 
return to the gold standard. The gold standard is in 
any case the only standard of value of which it takes any 
cognizance. 

Monetary policy must have a standard of value. If 
gold is the only standard in being, monetary policy will 
inevitably be governed by the gold standard. 

All the prejudice against the gold standard is traceable 
to the deflationary measures imposed on countries 
adhering to it whenever the fluctuations to which the 
wealth-value of gold is subject require a monetary con¬ 
traction. If these fluctuations were due to variations in 
the supply of gold from the mines, the right remedy 
might be a general raising or lowering of the gold value 
of money units. But the mischief is caused not at all by 
variations in the supply, but by variations in the mone¬ 
tary demand for gold, arising from ill-directed credit 
policy. A credit policy concerted by the principal 
financial centres with a view to an equable flow of 
money would eliminate the variations in the monetary 
demand. 


31. The Balance of Payments 

The balance of payments figures prominently in the 
purposes of the Bretton Woods plan: “to shorten the 
duration and lessen the degree of disequilibrium in the 
international balances of payments of members” 
(Article I (vi)); “to correct maladjustments in their 
balance of payments” (Article I (v)). 

An adverse balance of payments, involving a growth 
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in immediate external indebtedness, may be caused in 
several different ways. It may be a symptom of an 
overvalued money unit. But it may on the other hand 
be the result of a change in economic conditions uncon¬ 
nected with the monetary system. The change may be 
transitory; it may be purely fortuitous, owing to debits 
and credits, though balancing on the whole, not exactly 
keeping pace, or it may be due to an isolated cause 
such as a crop failure, or a big labour dispute. Or there 
may be a more deep-seated or permanent cause; ex¬ 
haustion of natural resources on which the country’s 
exporting power has been dependent, or the appearance 
of new processes which supersede some of its exporting 
industries, or of new competitors who drive them out 
of business. 

Again a country may incur a heavy external debt, the 
service of which will require a substantial excess of 
exports to be yielded by the other current items. 

A transitory adverse balance would presumably not 
be held to be a fundamental disequilibrium justifying a 
reduction of the par value of the money unit. A country 
may reasonably be expected to maintain reserves suffi¬ 
cient to tide it over any such adverse balance. If, 
nevertheless, a deficiency occurred of such exceptional 
magnitude that it could not be met without exhausting 
the reserves and quota limit, and if the Fund did not 
permit an extension of the limit under Article V (4), the 
country would either have after all to resort to defla¬ 
tion, or to impose a restriction of imports and possibly 
exchange control. The country is no worse off than it 
would be without any Bretton Woods plan, except that 

it is precluded from a temporary depreciation of its 
money unit. 

A temporary depreciation may be a very useful ex- 
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pedient provided it is generally believed to be temporary, 
for it offers a speculative inducement to acquire and 
hold the country’s money with a view to its subsequent 
recovery. But there is no certain way of ensuring that 
that belief will prevail. If depreciation is taken to be 
the prelude to further depreciation, there will be a loss 
of confidence, and possibly a flight from the currency. 

On the other hand, if a country is compelled to main¬ 
tain its money unit at a foreign exchange value which 
palpably overstrains its resources, that of itself is likely 
to destroy confidence. Even though the strain is tem¬ 
porary, the monetary system may succumb before it is 
over. 


32. Bretton Woods and Exchange Control 

Against a flight from the currency which does not stop 
short of the complete exhaustion of the reserves there 
may be no remedy other than exchange control. 

The Bretton Woods plan does not forbid exchange 
control, but only “restrictions on the making of pay¬ 
ments and transfers for current international trans¬ 
actions ” (Article VIII (2) (a)). A flight from the currency 
is in itself a matter of capital, not of current transactions. 
Article VI (3) expressly allows “such controls as are 
necessary to regulate international capital move¬ 
ments.” Moreover “A member may not make net 
use of the Fund’s resources to meet a large or sustained 
outflow of capital, and the Fund may request a member 
to exercise controls to prevent such use of the resources 

of the Fund” (Article VI (1) (a)). 

That applies not merely to panic purchases ot t° rei g n 
assets, but to any export of capital except “for the ^ 
expansion of exports or in the ordinary course ot trade. 
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banking or other business” (Article VI (1) (b)). Other¬ 
wise exports of capital must be “met out of a member’s 
own resources of gold and foreign exchange, but mem¬ 
bers undertake that such capital movements will be in 
accordance with the purposes of the Fund.” 

In order to comply strictly with this condition, a com¬ 
plete system of exchange control would seem always to 
be necessary. A country applying to the Fund for 
foreign exchange could not otherwise show that its 
needs are not due to an outflow of capital. It is not 
enough to show that the sum applied for is all needed 
to pay for current imports, for that would be quite con¬ 
sistent with an outflow of capital using up any portion, 
not exceeding the whole, of the proceeds of exports. 

To be effective, exchange control must treat the 
proceeds of exports, and all money received abroad by 
anyone, on the same footing as foreign exchange pur¬ 
chased. Foreign exchange is only sold for permitted 
purposes, and foreign exchange otherwise acquired has 
to be restricted in the same way. Either it must be 
blocked till released for a permitted purpose, or it must 
be actually surrendered to the Government and paid 
for at the official rate of exchange. The possessor of 
foreign exchange may be allowed to retain it, but only 
for a permitted purpose; so much as is not needed for 
permitted purposes he must give up in exchange for his 
home currency. 

But a country’s exports may be sold for its own cur¬ 
rency. What is to be done when the proceeds are not 
foreign exchange? Clearly the control has to take cog¬ 
nizance of money in the hands of foreigners which can 
be so used. So long as the money represents the price 
ot imports or other current payments, there is in sub¬ 
stance no evasion of the control, but the money may 
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have been acquired by sale of some external capital 
asset, foreign exchange, securities or property. 

Thus exchange control requires payments in any 
medium to foreigners to be made subject to permission, 
or rather, payments not to foreigners as such but to non¬ 
residents. Payments to people resident in the country 
who happen to be of foreign nationality are innocuous 
so long as the recipients remain so resident, while pay¬ 
ments to the country's own nationals who are resident 
abroad need to be regulated as much as payments to 
foreigners. Anyone who claims the privilege of being 
treated as resident, and therefore of receiving payment 
from other residents without interference, must submit 
to the obligation to surrender all foreign exchange 
received by him to the control. He can only acquire 
any external assets, such as foreign securities or property 
abroad, with the knowledge and consent of the control. 
Anyone becoming resident must account for his external 
possessions to the control; anyone ceasing to be 
resident will leave his money and possessions in the 
country within the control. 

A member of the International Monetary Fund im¬ 
posing exchange control on capital transactions must so 
apply the control that it does not “impose restrictions 
on the making of payments and transfers for current 
international transactions.” A payment to a non¬ 
resident must not be interfered with if it conforms to 
that description. 

Current transactions (Article XIX (i)) include all pay¬ 
ments due in connection with foreign trade, other cur¬ 
rent business, including services, and normal short-term 
banking and credit facilities, interest and net income 
from investments, and “moderate” amounts for amorti¬ 
zation of loans and depreciation of direct investments. 
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Residents and non-residents must be free to make such 
payments. That does not mean that there must be no 
control of them at all, but it must be possible to count 
on permission being given unconditionally in all cases 
where payment is for a current international transaction, 
whether in the country’s own currency or in another. 

There must be no interference with payment for im¬ 
ported goods, but once the exporter ha$ received the 
proceeds, his disposition of them may be subject to 
such control as prevails in the country where they are 
held or in the country where he resides. 


33. British Exchange Control 

The application of the prohibition of restrictions on 
payments for current international transactions to the 
British Exchange Control has been the cause of some 
misgiving. The British Exchange Control has grown 
up during the war. Its application to particular countries 
has been adapted to the circumstances of each. 

In the first place the countries forming the Sterling 
Area are nearly free from control of transactions with 
one another. All have substantially the same system of 
exchange control on transactions with outside countries, 
and the exchange they earn from outside countries is 
pooled and administered by the Exchange Control of 
the United Kingdom, which supplies all with the foreign 
exchange required for their permitted imports. 

The Exchange Control allows payment for imports, 
and does not in itself limit imports. If the demands for 
exchange for imports are to be limited, there must be a 
direct restriction of the imports. That has been applied 
under war conditions throughout the Sterling Area by 
way of prohibitions subject to licensing. And during 
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the war imports were everywhere heavily reduced by 
shortages of supplies and of shipping. 

The restriction of imports does not conflict with the 
Bretton Woods plan so long as there is no restriction on 
payments for imports. 

A restriction of imports into the Sterling Area from 
outside countries, which did not apply to imports into 
one country of the Sterling Area from another, would 
be discriminatory. That would conflict with the Ameri¬ 
can policy of eliminating discriminatory practices from 
international trade, but not with the Bretton Woods 
plan in itself, as it would not be a discriminatory cur¬ 
rency practice. In any case it is open to doubt how far 
the concerted restriction of imports into the countries 
composing the Sterling Area, which arose out of war 
conditions, can be continued in peace-time. The heavy 
floating indebtedness of the United Kingdom to other 
members of the Sterling Area has still to be settled. 

Outside the Sterling Area the Exchange Control has 
evolved separate arrangements with particular countries. 
The starting-point is the prohibition of payment to 
anyone resident outside the Sterling Area, and the basis 
of an agreement with any country is in the exemptions 
and permissions by which this prohibition is modified. 

In some instances there are Payments Agreements 
requiring payment for imports into the Sterling Area to 
be made in sterling to Special Accounts, from which 
payments (apart from transfers between one Special 
Account and another of the same country) may only be 
made to residents in the Sterling Area. Originally that 
arrangement was adopted to ensure that the proceeds 
of exports from the Sterling Area were paid for out of 
the funds currently accruing to non-residents. When the 
stress of war involved Great Britain in a heavy excess o 
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imports from many countries, it enabled her to balance 
the excess with an accumulation of unspent sterling. 
The floating indebtedness thus created was similar to 
that incurred to other members of the Sterling Area, 
though not of so embarrassing a magnitude. 

34. British Export Policy and Discrimination 

Great Britain has become a debtor country and, to 
maintain solvency consistently with the imports neces¬ 
sary to maintain the standard of living counted on by 
the mass of people, an expansion of her export trade to 
the greatest extent attainable is recognized to be neces¬ 
sary. The Payments Agreements give British exports a 
discriminatory advantage in any country from which 
Great Britain is a big importer. But the discriminatory 
advantage is precisely that which the Bretton Woods 
plan forbids. The exporter of goods to Great Britain 
receives a sum which he can use only to pay for British 
exports or other current payments to Great Britain (or 
to the Sterling Area). Here is just the type of bilateral 
agreement which was employed in the nineteen-thirties 
by countries with weak currencies to discriminate in 
favour of one another’s products and against the pro¬ 
ducts of countries with strong currencies. 

Can Great Britain afford to lose this advantage? 
Anxiety on that score is perhaps the most usual objec¬ 
tion urged against the conditions of the American Loan, 

and against British adherence to the Bretton Woods 
plan. 

Multilateral settlement enables any country to use 
the proceeds of its exports to one country to buy im¬ 
ports from another, so that a country which is depen¬ 
dent on the British demand for disposing of a great 



76 


BRETTON WOODS 


part of its output of a staple product, need not spend 
the sterling which it earns on imports from Great 
Britain. The sterling can be sold in the foreign exchange 
market for the currency of any country from which 
imports may be desired. 

If in contravention of the principle of multilateral 
settlement, the proceeds of a country’s exports to Great 
Britain are tied up by a Payments Agreement, and can 
only be spent on imports from Great Britain, then that 
part of the country’s exporting power is eliminated from 
its balance of payments with the world outside Great 
Britain. To avoid an adverse balance, it must either 
restrict its imports from countries other than Great 
Britain, or accept a lower foreign exchange value of its 
money unit. If the latter alternative is chosen, the prices 
of imports from Great Britain will be raised just as 
much as of those from other countries, and the pro¬ 
ceeds of exports to Great Britain will accumulate un¬ 
spent. To avoid that result, there must be preferential 
treatment of imports from Great Britain; if not a favour¬ 
able import quota system, then preferential import 
duties or a differential rate of exchange. 

Is it really expected that dependence on such a 
system can strengthen our trading position for long? 
If countries which depend on exports of staple food and 
materials to Great Britain find themselves saddled with 
the obligation to accept less desirable or more expensive 
products in return, surely all will be endeavouring to 
escape from such a position. If they cannot find markets 
for their produce elsewhere, they will try to divert their 

productive capacity to other purposes. 

Under the conditions of post-war scarcity it may well 
be that many countries will have to decide the amount 
and the distribution of imported supplies by Govern- 
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mental intervention rather than by the free play of 
markets. The free play of markets limits imports only 
by raising prices to a deterrent level, and any price 
within the range of what is practicable may be found 
insufficiently deterrent. For some supplies the appro¬ 
priate limitation will be rationing. Rationing restricts 
demand for the rationed product at the source, and im¬ 
ports conform to the limited demand. For the products 
so limited the quantitative restriction of imports, with 
all its vexatious accompaniments, can be dispensed with. 

British exports consist mainly of manufactured pro¬ 
ducts, which cannot be so conveniently rationed as 
staple foods. Rationing has been applied to many such 
products here, but it is unlikely to be attempted in 
other countries. Nor would rationing by itself provide 
the means of directing demand to any particular source 
of supply. A preference for imports from Great Britain 
would have to take effect through a quota system. 

A government which cannot acquiesce in imports of 
a scarce commodity being acquired at an extravagant 
price may take the purchase of the imported supplies 
into its own hands. It can then allocate its purchases 
among the sources of supply at its discretion, without 
introducing the cumbersome procedure of imposing 
quota limits on private mercantile enterprise. If a 
government in that position is accumulating the pro¬ 
ceeds of exports to Great Britain in sterling, it may 
prefer to use up as much of the sterling funds as possible 
on imports of British products. 

That kind of government trading is a form of coUec- 

tivism. It is not likely to be a permanency unless it 

nnds a place in a fully developed collectivist system_ 

a contingency which the Bretton Woods plan is not 
designed to deal with. 
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During the transitional post-war period British ex¬ 
ports may be given some advantage through govern¬ 
ment trading on the part of the importing countries. 
The accumulation of sterling under Payments Agree¬ 
ments does afford an inducement to the governments 
to give this advantage. But in nearly all cases the war 
has left an accumulation of sterling which will be a 
sufficient inducement. The difficulty in the near future 
will not be to induce countries to take British exports, 
but to produce sufficient exportable supplies to meet 


their demands. . 

On the whole it does not look as if Great Britain 

would be giving up anything at all substantial in con¬ 
forming to the conditions of the Bretton Woods plan 
in regard to exchange control. Undoubtedly the 
country’s balance of payments is a source of grave 
anxiety. But the problem of reconciling a tolerable 
standard of living with the export surplus essential to 
national solvency is not to be solved by a precarious 
reliance on preferential treatment extorted from the 
governments which the country trades with. It the 
mercantile, financial and industrial aptitudes which have 
given the country its past position of power and wealth 
are not by themselves sufficient, additional support ca 

be given to the balance of payments by a ratlon ‘"J 
system which will both reduce imports and set tree 

productive resources for exports, and by exclusi 

superfluous or undesirable imports . , 

The balance of payments must be **}*'"*" * 
whole. The too clever opportunism which aim 
usin CT the conditions of trade with one country or 
another to plant additional exports will never accom¬ 


plish much. 
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35. The Future of Exchange Control 

The quantitative- restriction of imports, with its usual 
accompaniment of the allocation of quotas among the 
sources from which the imports come, is the very nega¬ 
tion of the kind of trading enterprise which has made 
Great Britain rich; it allows little or no scope for the 
merchant’s skill in finding and suiting demand; and it 
involves periodical harassing discontinuities in the 
amount an exporter can hope to sell and in the amount 
an importer can hope to buy. 

Bilateral discrimination is not essential to the British 
system of exchange control. To ensure that the proceeds 
of British exports are not withheld from the Control, it 
is enough to require payment for exports, if made in 
sterling, to be made from the account of a non-resident; 
thereby, instead of the foreign exchange holdings of the 
Control being increased by the proceeds of the exports, 
the demands on those holdings are diminished by an 
equal amount. Separate Payments Agreements could 
thus be dispensed with and the system given a multi- 
lateral shape. Exporters would be required to show that 
they had received payment either in foreign exchange or 
in sterling from the account of a non-resident. 

at continuance of exchange control necessary 

TJ, J 1 a War " time ex P edient devised to concen- 

Iht f ° re,gn > exchan g e resources of the country in 

of n?n Vemment S hands ’ m order to P rov i d e the means 
Mr 1 assistance from abroad towards 

nJL nT- N ° SUCh need exists in peace-time. 

the floin ^ u 1S , trUe ’ wiU be a debtor country. But 
the floating indebtedness incurred during the war will 

JET? put * n “ ana geable form by suitable funding 
greements, and thereafter the economic and financial 
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position of the country must be stabilized; its current 
liabilities must be adjusted to its capacity. That means 
that a foreign exchange value of the pound sterling can 
be found and adhered to, which will ensure an export¬ 
ing power adequate to maintain solvency. 

There may have to be severe restrictions both on con 
sumption and on imports. And if imports of luxuries 
are to be excluded, ought not external investment, 
which is an invisible import, to be prevented? 

Not necessarily. If an aim of financial and commercial 
policy is to free the country from the weight of external 
indebtedness, new external investment is an alternative 
to the repayment of debt. If the external investment 
takes the form of the acquisition of profit-making 
enterprises abroad, the future income yielded may sub¬ 
stantially exceed the interest that could be saved by 
applying the same outlay to the extinction of external 
indebtedness. Even an exchange of investments, an 
acquisition of enterprises abroad or of shares in them, 
at a cost of new external indebtedness may on balance 
be advantageous. 

But in face of future uncertainties, and possible 
periods of weakness in the country’s balance of pay¬ 
ments, it may be wise to maintain the machinery of 
exchange control in working order. A resort to exchange 
control may be urgently needed if an adverse balance of 
payments threatens to exhaust the country’s reserves. 

But that does not mean that the exchange control 
will have to be continuously in force. Indeed, in the 
event of its being required in an emergency, it is more 
likely to be effective if, while the administrative plans 
have been kept ready in the appropriate official pigeon¬ 
holes, its practical working has been relegated to 
oblivion in the minds of the public. It is through 
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experience of the practical working of the control that 
people learn the possibilities of evasion, and devise 
illicit methods and channels. 

There is nevertheless a possible function of exchange 
control which has not, so far as I am aware, received 
consideration. The maintenance of a low long-term 
rate of interest, which appears nowadays to be an 
accepted policy, requires not only a restriction of the 
openings for investment at home by some sort of limita¬ 
tion of the capital outlay on new enterprise, but also a 
restriction on the placing of money in securities or 
enterprises abroad which promise a higher yield than 
the investment market at home. 

At the same time the application of foreign exchange 
control to that purpose is by no means a simple matter. 
It would require either that all external investment by 
private enterprise be prevented, or that some projects * 
be selected for permission. To prevent all is surely 
undesirable. But how are some projects to be selected? 
Is an officially responsible body to criticize the prospects 
of each m respect of security and yield? That would be 
to do over again what the promoters have done. And 
how are official experts to be found who can exercise 
a better judgment than the promoters themselves? The 
promoters make an intensive study of their own project; 
the official critics have to pass judgment on every variety 
of project. And the control would have to extend to 
purchases of securities in the market, as well as to new 


Rr ^f w a d i gr f S10n -. There is nothing either in the 
etton Woods plan or m American trade policy to inter- 

ere with an exchange control which allows multilateral 
international settlements and does not interferelwith 
payments for current transactions. * 
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36. The Outflow of Capital 

The Bretton Woods plan, however, does forbid the use 
of the resources of the International Monetary Fund 
to meet a “ large or sustained outflow of capital.” 

An export or outflow of capital is in some respects an 
unfortunate phrase. What is exported is not the physical 
capital, such as plant for the equipment of industry, but 
the money to pay for it. And even of the money there is 
only a notional export, an exchange operation by which 
the possessor of money in the capital-exporting country 
receives in its place money in the capital-importing 
country. The money so received by him is then spent 
on plant, property or other assets, to the use of which 
he becomes directly or indirectly entitled. His transfer 
of money pays for the acquisition of valuable rights. 
That is an invisible import , not an export. In reckon¬ 
ing the balance of payments, payment always moves in 
the opposite direction to the goods, services or valuable 
rights to be paid for. An export of gold is not in itself 
an export of money, but an export of a commodity to 
effect a balance. 

This acquisition of capital rights abroad is what 
Article VI means by “capital transfers.” The Fund’s 
resources are not to be used to meet a “large or sus¬ 
tained outflow of capital,” but any movement of capital 
which is “in accordance with the purposes of the 
Fund” may be met from the member country’s own 
resources. The Article does not demand any precise 
measurement of the outflow of capital. A large or sus¬ 
tained outflow will make itself manifest in a loss of 
reserves greatly exceeding what current transactions 
would account for. A statistical estimate would suffice 
without calling for the exact returns which an exchange 
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control would purport to furnish. An exchange control 
may itself be subject to wholesale evasion, so that its 
returns would be by no means conclusive. 

A “sustained” outflow of capital is a normal charac¬ 
teristic of a country which does not use up its savings 
at home, and finds an outlet for them in investment 
abroad. In that case the capital abroad is acquired out 
of income ; it is as normal a part of the country’s balance 
of payments as imports of goods, and there is no reason 
why the continuing external investment should cause 
any loss of reserves. The external liabilities, being in¬ 
curred in the big blocks characteristic of capital flota¬ 
tions, may be rather more irregular than the payments 
for imports of goods, but the country ought to maintain 
monetary reserves big enough to absorb them. 

This current export of capital is subject to wide 
fluctuations, because at a time of depression, when 
profits are low, savings decline heavily, and the surplus 
savings seeking investment abroad more heavily still. 
To the capital-exporting country that is a reduction of 
invisible imports and the favourable effect on its balance 
of payments makes it so much the less susceptible to 
deflationary influences abroad. It is the capital-import¬ 
ing countries that suffer from the loss of an invisible 
export. 

It is not against the continuing export of capital 
through the investment of current savings in the forma¬ 
tion of capital abroad that Article VI is directed, 1 but 
agamst the transfer of existing assets at home into assets 
abroad. People who distrust the currency of their own 
country, or anticipate its depreciation, can protect 
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themselves against that contingency not only by using 
up their loose money in buying foreign exchange, but 
by hedging their holdings, for instance, of fixed-interest 
securities by means of speculative forward purchases of 
foreign currencies. But these speculative purchases do 
not avoid or postpone the depletion of the reserves, for 
they are made from banks, and when a bank makes a 
forward sale of foreign exchange it relieves itself of the 
speculative risk by buying an equivalent amount of 
foreign exchange “on the spot.” 1 

The possible extent of the demands for foreign ex¬ 
change under the pressure of panic is immense. To 
appreciate their magnitude, we must have regard to the 
interval of time in which they may be concentrated. A 
country’s total current requirements of foreign exchange 
will only be a fraction of the total of incomes; an aver¬ 
age day’s requirements will therefore be less than a 
day’s income. Money existing in the forms of bank 
credit and currency would hardly be less than six months’ 
income. Fixed-interest securities and other assets of 
fixed money value are likely to amount in the aggre¬ 
gate to still more. Panic affecting, say, one in ten of the 
holders of these assets, concentrated in a single day, 
may demand of the foreign exchange market a hundred 
times its normal sales of foreign exchange. 

Exchange control may stave off the pressure for a 
time, but, when it begins to be evaded, the knowledge 
that some people think it worth while to break the law 
is likely to intensify the panic among the rest. 

This is the kind of large capital outflow for which the 
Fund’s resources are not to be used. But that means that 
those resources cannot be relied on as a last resort. A 
member country will count its reserves as so much gold 

1 Sec p. 100. 
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and foreign exchange in its own keeping, plus its quota. 
The gold and foreign exchange will usually be two or 
three times the quota. If the quota is regarded as a 
last resort, the member country will use these im¬ 
mediate reserves to cover any temporary debit in the 
balance of payments, and a more persistent debit 
arising from a fundamental disequilibrium will draw 
progressively upon them. If a fundamental disequili¬ 
brium is not corrected, or if some grave economic mis¬ 
fortune involves so heavy an adverse balance as to 
threaten the reserves with exhaustion, a flight from the 
currency may set in. The loss of reserves due to the 
current adverse balance is then aggravated by an out¬ 
flow of capital, the mere occurrence of which puts the 
quota out of reach. An exchange control which effec¬ 
tively prevents capital transfers would guard against 
that danger, but, as the experience of Europe in the 
years 1919-23 showed, it is practically impossible 

to enforce exchange control against the pressure of 
pamc. r 


It would seem, therefore, that the wise course would 
be to rely on the quota as a first reserve rather than a 
last, in spite of the charge usually exceeding the cost of 

wfth S ?K rt ? 8 - 80ld ; And P erha P s this is in accordance 
with the design of the Bretton Woods plan. The plan 

lms a • a multilateral system of payments in respect 

desirimf transact i. ons ” (Article I (iv)), and members 
are nrrf u, CqUlre forei S n exchange by the sale of gold 

(ArtSfVffivI h by sale of 8° Id t0 the Fund 

internalt^nai r po ' nts *° the settleme nt of residual 

“r 1 habl u t,es bein s effected regularly through 

Fund w m’tenH n t When g °' d reserves arc drawn on. The 

Its sunriiel nf 1° accumulate g Q| d. and it can replenish 
supplies of any currency which is becoming scarce 
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by selling gold to the member concerned (Article 
VII (2) (ii)). 


37. Sheltered and Unsheltered Industries 

The occasion for declaring a member’s currency to be 
“scarce” is that the demand for it “seriously threatens 
the Fund’s ability to supply that currency” (Article 
VII (3) (a)). That means not merely that the original 
holding of the currency is insufficient to meet the 
demands, but that all the gold the Fund can spare still 
falls short of what is required. Such a situation would 
not be inconsistent with member countries retaining big 
reserves of gold in their own hands, but even so it would 
presuppose a very large credit balance accruing to the 
country of the scarce currency. 

What would make a currency scarce? It might be 
supposed that, just as an overvalued currency is weak, 
so an undervalued currency must be strong, and that a 
strong currency would tend to become scarce. But so 
symmetrical a formula would be misleading. 

In any country engaged in international trade in¬ 
dustries may be divided into two kinds: those which are 
exposed to competition either in export markets or in 
import markets, and those which are not. They may 
be called respectively unsheltered and sheltered in¬ 
dustries. The unsheltered comprise the majority of 
those industries of which the products are embodied in 
movable material objects. The principal exceptions are 
products which are too heavy or bulky in proportion to 
value, or too perishable or fragile to stand transport, 
and those which are designed exclusively for the special 
tastes of their own country and are not in demand 

elsewhere. 
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The sheltered trades include the wide range of services 
rendered direct to consumers such as domestic service, 
education, entertainment, locomotion; the upkeep, 
cleaning and repair of material possessions; and the 
construction and installation of fixed wealth. 1 And 
almost the whole business of retail trading is sheltered; 
whether the goods traded in are of kinds competing in 
international markets or not, the services actually 
rendered by the retailer are in the sheltered class. 2 

Deflationary measures imposed by the country’s own 
credit system affect both sheltered and unsheltered in¬ 
dustries. On the other hand overvaluation or under¬ 
valuation of the money unit in the foreign exchange 
market affects in the first instance only the unsheltered, 

and the effects are transmitted from them to the* 
sheltered. 


Deflation from within means a general tendency to 
postpone or reduce any such expenditure as necessi¬ 
tates short-term borrowing. There is a general decline 
of demand, which causes a shrinkage of incomes, first 
diminished prices and profits, then diminished output 
and employment. So long as the deflation does not 
extend elsewhere, the country’s unsheltered industries 
enjoy undiminished demand abroad, and, as the reduced 

demand at home is reflected in reduced imports, there 
is a favourable balance of payments. 

thY the ^? unt ry is one enjoying a considerable share of 
the world s trade, its reduced purchases will be felt by 

the rest of the world. If there are several important 


shdSed,?n tU that P thTm? S t °l and installation are 

fixed wealth produced may be acmlired'h^r Sp0t ’ but righ,s in the 
2 Individuals mavonier r d h .l fo { e ' 8n OWll ers. 

buy abroad when they travel but thu”' the ? hop ? ab road and may 
foreign competition ’ Ut thlS ,s not an ini P°rtant form of 
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countries all adopting deflationary measures (as in 
1930-1), the depression in world markets will be general 
and severe. 

Any country which is not itself applying deflationary 
measures will feel the pressure through its unsheltered 
industries. Its exports to the flagging markets abroad 
will fall off in price and volume; it will feel the pressure 
of imports from foreign competitors seeking to force 
sales at cut prices. The reduction of income of the un¬ 
sheltered industries will be reflected in a diminished 
demand on their part for the products of the sheltered 
industries. Depression will therefore spread to these 
latter. But the process takes time. It may be accele¬ 
rated if the unfavourable balance involves the country 
in active deflationary measures, but it may be actually 
retarded or completely suspended if the falling off of 
sales is compensated by a creation of credit through 
bank advances to embarrassed traders. It is such con¬ 
ditions as these that make a “weak” currency. 

A strong currency, on the contrary, is one of which 
the foreign exchange value is supported by deflationary 
measures at home , contracting the money incomes 
derived from the sheltered industries. It is the internal 
deflation that is the source of strength. The incomes 
derived from the sheltered industries of any country 
are the source of a part of the demand for imports, 
whereas the unsheltered industries are the source of the 
rest of the demand but of the whole of the supply of 
importable and exportable goods. The internal defla¬ 
tion which diminishes the income of the sheltered in¬ 
dustries relieves the unsheltered industries of the burden 
of supplying an equivalent for so much of the imports 

as are dispensed with. . . . f 

If the country is investing abroad, the acquisition ol 
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foreign securities or property is an invisible import. 
The surplus savings so invested are probably in the 
main derived from profits, and, as the first impact of 
deflation is on profits, one of the earliest and most 
marked effects is likely to be a precipitate reduction or 
even a complete cessation of external investment. 


38. The Scarce Dollar 


The troubles of the nineteen-thirties were caused by an 
unprecedented deflation which affected both the Ameri¬ 
can dollar and the British pound. But it was more 
especially the dollar. Great Britain had been subject to 
chronic depression and unemployment ever since the 
return to the gold standard in 1925 had cut short the 
recovery from the depression of 1921-2. The depres¬ 
sion was greatly aggravated in 1930-1, but the gold 
standard was then suspended. In the United States, on 
the other hand, the carefully balanced credit policy of 
Benjamin Strong had maintained a state of activity and 
fuU employment up to 1929. Manufacturing industry 
was flourishing, and though agriculture and mining 
were not quite so prosperous, the country may be said 
to have been at as high a degree of economic activity 

expansion With ° Ut indul S in S in an undesirable 


The weak point in the situation was the Stock Market 
speculation which was always threatening to infect 

ttere'ri Oh, l ” flatl ° nar y virus. Precautions against 

wh7n ?h gh y ? nd WIS6ly taken in 1928 and 1929° But 

ber °929 S° CUlatIOn Colla P sed in October and Novem- 
r 1929, there was no prompt appreciation of the need 

Z an in g nT' St the reaCti ° nS ° f the P reci P*ate change 
from an inflationary to a deflationary impetus. There 
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occurred the fatal delay in the transition from dear to 
cheap money referred to on p. 16. 

The United States dollar became the scarce currency 
par excellence. Can that occur again? If those concerned 
in credit policy make the same blunders as their pre¬ 
decessors of 1929-31, it can. And unless the governors 
and directors of central banks recognize their responsi¬ 
bilities in the matter, there is no safeguard against the 
blunders being repeated. 

The provisions of Article VII of the Bretton Woods 
plan relating to a scarce currency are intended to be 
deterrent. The existing and accruing supply of a cur¬ 
rency declared scarce is to be apportioned among 
members of the Fund with due regard to their relative 
needs. Each member will have to make its portion do. 
That will require some limitation on its purchases or 
other accruing liabilities in the scarce currency, and 
members are to be allowed “temporarily to impose 
limitations on the freedom of exchange operations in 
the scarce currency/’ The declaration of a currency to 
be scarce exposes the country concerned to precisely the 
kind of discrimination which was the cause of such bitter 
complaint in the United States in the nineteen-thirties. 
But if the intention is to deter a member from letting 
its currency become scarce, the deterrent will not be 
effective unless central bankers are aware of the con¬ 
sequences of their own actions, and admit responsibility 
for them. Once deflation has been allowed to proceed 
to excess in either America or England, and to spread 
from one to the other, the troubles of the nineteen- 

thirties are bound to recur. 
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39. Bank Rate or Public Expenditure? 


Unfortunately not only do central bankers repudiate 
responsibility, but the crowd of economic experts unite 
in a paralysing scepticism as to the possibility of pre¬ 
ventive or remedial action. It is the fashion to reject 
Bank rate as an instrument of monetary policy, to 
insist on an “expansionist policy,” and to rely on varia¬ 
tions of Government expenditure, by way of budget 

deficits or public works programmes, as the means of 
implementing it. 


Government expenditure, if great enough and if 
financed by inflationary methods, may be expected to 
restart activity at a time of depression. President 
Roosevelt added $24,000 millions to the national debt 
of the United States in the years 1933-9 without ever 
procuring any but a very incomplete revival. His ex¬ 
perience was unfortunate, in that more than once the 
expansion of the flow of money was robbed of its virtue 
by an advance of the wage level, and resulting increase 
of costs. Hitler, keeping a tight hand on the German 
wage level, eliminated unemployment in Germany by 
spending, as he boasted, 90,000 millions of reichsmarks 
on armaments in less than seven years. And eventually 

UniteX". 6 6 l Xtinguished ^employment in the 
United States as it had in England. 

for G stimm^ ent S XpCnd i tUre is but a clums y instrument 
for stimulating demand; and for regulating the flow of 

mwns oVchel^ Unfit ‘ ed ’ “ that “ supplies no 
means of checking an excessive expansion. It is no 

founded 16 ° F Ba ^ rat6 ' Tlle recomme ndation of it is 
founded on a mistaken diagnosis of depressions A 

depression is indeed attributable to a deficiencv of 

spending- but it does not follow that the originating 
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cause is an unwillingness of consumers to spend. The 
time-honoured method of contracting the flow of money 
by raising Bank rate, and restricting credit, operates not 
through consumers but through borrowers ; it influences 
the borrowers’ expenditure, not that of the consumers. 1 

The Government, it is true, may be represented not only 
as an additional spender, but as the one heroic borrower 
who stands out against the restriction, but that is only 
to say that the authorities charged with regulating the 
flow of money are acting at cross purposes. The 
occasion for heroic measures arises when the central 
bank, the primary monetary authority, has itself set in 
motion a monetary contraction which it cannot stop, 
or at any rate cannot stop in a reasonable time and 
within reasonable limits. That presupposes that the 
originating credit restriction has been excessively severe, 
and that the vicious circle of deflation has become too 
tightly joined to be broken by any normal credit relaxa¬ 
tion. Such a situation ought never to be allowed to 
arise, and it never need arise if action is taken in time 
to check an expansion before it goes too far. But there 
is little prospect of action being taken in time, so long 
as opinion, economic, financial, industrial and political, 
as well as popular, is unprepared for the appropriate 

measures. 

It was difficult enough to get an adequate measure ot 
credit restriction imposed either in England or in 
America to check the inflation of the years 1919-20. 
Eventually a 7 per cent Bank rate was found to be 
sufficient in both countries. It was the highest rate since 
1873 (except for two days at 8 to 10 per cent in 1914), 


i That does not mean that consumers may not be borrowers. 
Borrowing for consumption may be discouraged by dear money as 
well as commercial borrowing. 
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and it produced the desired reaction. But so great was 
the scare with which the inflation had bemused the 
judgment of responsible bankers that the Bank rate was 
kept undiminished for a year, and the most acute depres¬ 
sion till then known was engendered. 

It is only too likely that the resistance to deflationary 
measures being taken in the future at a stage at which 
they can be kept within moderate limits will be greater 
even than in 1919-20, and that the inflation, the scare and 
the depression will be all the more severe. 

Against that the Bretton Woods plan offers no safe¬ 
guard at all. If depression takes hold in Great Britain 
and America, they can avoid absorbing gold by lend¬ 
ing to the Fund instead of buying gold, and if they lend 
enough they can save their currencies from being 
declared scarce. If they do not absorb gold there may 
be less deflation originating in other countries, but world 
markets none the less will be depressed unless the pro¬ 
gress of deflation in the great centres can be stopped. 


40. The Error of Expansionism 

The detestation of deflation, which prevails at the 
present time among experts and public alike, is fully 
justified; what is lacking is the understanding of the 
direction where the danger lies. It is a fatal mistake to 
seek safety from deflation in expansionism. No com¬ 
munity can tolerate unlimited monetary expansion. In 

the absence of excessive expansion, there need never be 
deflation. 

Expansionism, invoking an increased flow of money 

n E/ empl °>? ent ’ is no new thing. John Law 
m 1705 {Money and Trade considered) argued that 

domestic trade depends on the money: a greater 
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quantity employs more people than a lesser quantity. 
A limited sum can only set a number of people 
to work proportioned to it . . . nor can more people 
be set to work without more money to circulate so 
as to pay the wages of a greater number.” Foreign 
trade likewise depends on money. “If one half of the 
people are employed, and the whole product and manu¬ 
facture consumed, more money, by employing more 
people, will make an overplus to export: if then the 
goods imported balance the goods exported, a greater 
addition to the money will employ yet more people or 
the same people before employed to more advantage, 
which by making a greater or more valuable export will 
make a balance due. So if the money lessens, a part of 
the people then employed are set idle or employed to less 
advantage.” 

Therein lies not all the Law and the Prophets. So 
long as there are unemployed, an increased flow 1 of 
money will increase employment. But the process is 
limited, and when full employment is reached, any 
further increase in the flow of money threatens the 
stability of pecuniary relations and rights. Full em¬ 
ployment once attained, more money ceases to employ 
people “to more advantage”; it merely ensures higher 
prices and money incomes in proportion. 

Expansionism is no solution of the problem of defla¬ 
tion and depression. Indeed an expansion of the flow 
of money only stimulates activity so long as a demand 
measured in money is attractive to sellers. Economic 
relations are everywhere penetrated by the tacit assump¬ 
tion that money retains its value; when a trader finds 

i Law, following the crude form of the quantity theory of money 
accepted in his day, expressed his expansjomsm in terms of the 
quantity or stock of money, but the implication is that the How is 
proportional to the stock. 
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that the demand for his product at given price, cost and 
profit expands, he is glad to increase his sales. So long 
as variations in the price level seem to be entirely 
fortuitous, his calculations will not allow for a change, 
whether upward or downward, in the wealth-value of 
money. But, if it is the avowed policy of the monetary 
authorities that the flow of money shall expand and 
expand, but never contract, that prospect cannot be 
ignored. Every trader will have to provide an extra 
margin of profit to indemnify him against this loss of 
value, and to that extent the price level must be higher 
to be reckoned as remunerative. The same extra margin 
is reflected in the rate of interest and, if the rate of 
interest is kept down by liberal lending, the effect is to 
accelerate the inflation. If lending itself is restricted, 
where is the expansionism? 


41. London as a Credit Centre 

Sterling was not so conspicuously a scarce currency as 
dollars in the nineteen-thirties. The influence of Ameri¬ 
can monetary conditions on the rest of the world is 
attributable to the sheer magnitude of the economic 
structure of the United States; that of London is due 
more directly to its function as an international centre, 
where commodities are dealt in and priced in pounds 
sterling, and mtemational trade is financed. 

( ? ca J B ^ itain returne d to the gold standard in 
\925 the Bank of England thought to uphold the value 
of sterling by raismg Bank rate to 5 per cent. The idea 

j°« bt * that the exchan g e needed support, and 
that the deflationary measures by which the Bank had 

been accustomed to protect its reserves in the past 

would be appropriate. But revival from the severe 
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depression of 1922 had only gone half-way, the number 
of unemployed was still a million, and the infliction of 
dear money at such a time was entirely in conflict with 
the traditional policy. 

Had the British credit system been like the American, 
and the deflationary effect been primarily internal, the 
continuance and possibly intensification of the depres¬ 
sion would at any rate have brought about a favourable 
balance, and put the gold standard on a firmer basis. 
But, as it was, dear money in London meant dear 
money throughout the sterling-using commercial world. 
The deflation was world-wide, and there was little if any 
favourable effect on the British current balance. Tem¬ 
porarily some gold was imported, but only because 
short-term lending was attracted by the high rate. 

The pound sterling did not become a scarce currency 
as the dollar did in 1930-3. And there is in that respect 
an inherent difference between the two countries. But 
that does not mean that deflation in London is less 
mischievous than deflation in New York. The condition 
of the preservation of monetary order in the world is 
that neither of the two great centres suffer deflation. 
And, if there is to be no deflation, there must be no 
inflation. 

In the nineteenth century there were not two centres 
but one. London held the undisputed lead. When the 
state of gold reserves permitted, London relaxed credit, 
and expansion set in. Expansion would be given a free 
rein till the absorption of currency into circulation 
brought reserves down within sight of the danger point. 
Then the Bank of England would put the brake on. A 
loss of gold would be the signal for a rise of Bank rate, 
and successive rises would follow till the outflow of gold 
was effectively stemmed. The effect was felt all over the 
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world; expansion was checked, and the absorption of 
currency reversed. 

The system worked not too ill. The defect was that 
the reserve position gave too tardy warning of the 
excessive expansion; the signal for deflation was given 
not merely months but years too late. Expansion having 
become excessive, the deflationary corrective had to be 
correspondingly severe. Hence resulted cyclical trade 
depressions with general unemployment. 

Gold had the merit, however, of giving the warning 
in time to avoid any extreme disturbance of pecuniary 
rights and contracts. Till 1920 inflation within the 
limits of the gold standard had never been thought of; 
inflation was regarded as a disorder belonging to incon¬ 
vertible paper currency, and the periodical expansions 

were described as times of overtrading and imprudent 
lending. 

In one respect the pound sterling did assume some¬ 
thing of the character of a scarce currency. Great 
Britain was a great exporter of capital. Big mercantile 
profits generated big current savings. The country’s 
world-wide mercantile business made contact with open- 
mgs for investment, and at the same time provided 
iacilities for transferring funds wherever they were 
required. Indeed the profits, and therefore the savings, 
accrued to a great extent in oversea countries, so that 
transfer might be unnecessary; or, if transfer there was 

tran 1 ! fer v u ia London was the usual and convenient 
process. British savings were always more than suflS- 

essential accretion at home, and 

" and external opportunities competed for the 

depre t Si0n came ’ the impact was on profits, 
and along with profits savings fell off. A dispropor- 
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tionate drop would occur in the surplus savings seeking 
investment abroad. A sudden gap would be caused in 
the balance of payments of a country which had been 
an importer of capital, and the effects of the depression 
upon it would be aggravated. 

Here was a repercussion from depression in Great 
Britain which originated in the internal conditions in 
the country itself. In so far as a depression in world 
markets for commodities caused a general falling off in 
the flow of money, producers found some relief in price 
concessions, and imports as well as exports fell off, but 
against the cessation of external investment from Great 
Britain there was no defence. 

The cessation of external investment by both Great 
Britain and the United States was a feature of the depres¬ 
sion of the nineteen-thirties, and in the case of the latter 
contributed much towards the scarcity of dollars. But 
the spread of deflation from Great Britain to the rest of 
the world has always been more attributable to the 
business of London in financing international trade than 
to its long-term investment. Goods from any part of 
the world exported to any other might be paid for in 
pounds sterling in London, even though the goods never 
touched any British territory. It was in the great English 
markets that world prices were made, and in them that 
residual balances of goods offered for sale would 
ultimately be absorbed by residual demands. A strin¬ 
gency in the English credit system would be felt by all 
the foreign merchants who were accustomed to be 
financed in London; the effect was more direct and 
widespread than the falling off of the demand for im¬ 
ports into Great Britain itself. In fact deflation was 
communicated through the credit system to other 
countries, and they became separate centres of deflation. 
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There was less cause for those disparities in the progress 
of deflation, to which the separation of currencies into 
strong and weak was largely due. 


42. Exchange Risks and Forward Exchange 


The Bretton Woods plan lays great stress on the need 
for exchange stability. And no doubt variable rates of 
exchange are an obstacle to the full development of 
international trade. But they are by no means so serious 
an obstacle as a superficial view would suggest. An 
exporter wants to ensure, when he sells, that the pro¬ 
ceeds will cover the costs he has incurred in the money 
of his own country with a margin of profit for himself. 
If he commits himself to a bargain in a foreign currency, 
depreciation of the latter in terms of the former may 
turn his profit into a loss, and this is a risk which begins 
at the moment of commitment. 

Modern banking systems have evolved facilities for 
guarding against an exchange risk by means of a for¬ 
ward dealing in foreign exchange. A trader who accepts 
an order for goods from a customer abroad, and is to be 
paid in foreign money, can effect a forward sale of the 
foreign money with a bank. His position is as if he had 
recewed an order from the bank for the foreign money, 
and the foreign money had to be delivered and paid for 

at the due date, just like goods ordered in the course of 
trade. 


rtJnl Sa h bein s ° f mone y for money, is really an ex- 
hange of debts, the trader taking on himself a debt in 

1° bank ’ and the bank becoming 
indebted to the trader at the same future date for the 

Sr U ee V d rate n nf he ’T * 9 ° f their ° Wn countr y at the 
agreed rate of exchange. The rate of exchange is 
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(within a little) that obtaining in the market at the time 
the bargain is made. The date at which the two debts 
simultaneously mature can be prolonged by agreement. 

The trader who becomes a prospective creditor in 
foreign money by the sale of goods abroad can thus 
cancel out this commitment against a forward sale 
which makes him a prospective debtor in the foreign 
money, and in place of it he has the debt due from the 
bank to himself in his own country’s money. 

Banks are not less desirous than traders of divesting 
themselves of exchange risks. A bank is involved in the 
course of its day-to-day business in purchases and sales 
of foreign money both “spot” and forward. A “spot” 
transaction means the purchase or sale of actual bank 
credit or credit instruments (such as bills of exchange) 
for immediate delivery and payment, in contradistinc¬ 
tion to the forward purchase or sale, for delivery and 
payment at a future date. The usual practice of a bank 
is to offset any net excess of spot sales or of spot 
purchases by an equal excess of forward purchases or 
forward sales, so that, reckoning spot and forward 
transactions together, it avoids an “open position” 
either way; it is on balance neither a debtor nor a 
creditor in any foreign money. If a bank is involved 
in a net excess of forward sales over forward purchases 
of any foreign money, it can offset the excess by buying 
spot exchange in the market. But it cannot readily 
offset an excess of forward purchases over forward 
sales; to reduce its holdings of the foreign money to 
less than nothing would be to borrow, and banks 
do not borrow. They become indebted when they 
acquire any assets and create deposits against them, 
but that indebtedness they only incur in places where 
they are carrying on the business of receiving de- 

S w 

• • * J . 
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posits. Banks called upon to make forward purchases 
of the money of a country in which they are not carry¬ 
ing on business can only cover themselves by equivalent 
forward sales of the same money. The commitment 
may be passed on from one bank to another, but it can 
only come to rest when it reaches a bank receiving 
deposits in the country itself for to that bank the com¬ 
mitment takes the form of a forward sale of foreign 
money, which can readily be covered by a spot pur¬ 
chase. Thus every country has to absorb any residue of 
forward sales of its own currency emanating from 
foreign traders and banks; its banks have to enter into 
forward sales of foreign currencies, and cover them¬ 
selves by acquiring assets in terms of those currencies 
m exchange for deposit liabilities in their own currency. 
The transactions in forward exchange are immediately 

reflected in compensating transactions in “spot” 
exchange. r 

If, in the absence of a gold standard, rates of exchange 
are free to fluctuate, the market deals with any residuary 
debit or credit balance of a country’s money by an 
appropriate change in the rates. So long as there is an 
effective forward exchange market, every one engaged in 
international trade can eliminate uncertainty as to the 
amount of the money current in his own country that 

frn^ pay 0r reC T e iQ an y bargain he is entering into, 
from the moment he first becomes committed 


43. Exchange Risks in International Short 

Lending 


-term 


ITms variable rates of exchange need not put inter- 

But Uymg and Sellin S of g°°ds at a disadvantage 
But that ,s not to say that they are entirely innocuous: 
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For they do introduce an additional risk into inter¬ 
national lending. 

In the past, as I have said, London has financed a 
considerable part of the world’s trade. It is a usual 
practice for exporters of goods to allow the importers 
time to make payment. The sale creates a debt from 
importer to exporter, and they agree that the debt 
shall only be payable after a customary interval (say, 
a month, or three months). The exporter draws a bill 
of exchange upon the importer: that is, an instrument 
directing him to pay the debt to another creditor. The 
creditor named in the bill is a bank which has facilities 
in the debtor’s country for claiming the debt. The bank, 
by paying the exporter the value of the bill (less interest 
or “discount”), relieves him of the burden of allowing 
credit to the importer. Once the importer has acknow¬ 
ledged his debt (by “accepting” the bill) the bill can 
be assigned or sold to anyone willing to hold it as a 
temporary investment. The holder at any time has 
assumed the position of lender, and, at the date when 
payment becomes due, the then holder presents the bill. 

If the bills are held in the countries where they are 
payable, each country is financing its own imports, and 
no international lending is involved. When British 
merchants became the intermediaries in a large share 
of the world’s trade, and exports from other countries 
were commonly sold in British markets before being 
resold elsewhere, the exporters were accustomed to 
draw their bills on London. And the practice grew up 
of drawing bills on London for cargoes which were never 
actually bought by British merchants, but were sent 
direct to the ultimate importers. That was possible 
because there were “merchant bankers” in London, 
who allowed bills to be drawn on them for account of 
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traders in the importing countries. The merchant 
banker accepted the bills, and paid them at maturity, 
while the importers undertook to provide the funds for 
payment in London in due time. 

The advantages of the system were substantial. When 
an exporter’s produce was saleable in many different 
countries, exporter and importer might not be familiar 
with the monetary conditions in one another’s countries. 
But all international traders were familiar with monetary 
conditions in London, and it was convenient to all to 


make their bargains in pounds sterling. 

There was in London a great open market for bills of 
exchange. In the discount market or “money market” 
a bill could be sold at a good competitive rate on its 
merits. In other centres short-term lending would be 
from the banker to his customer,' and from the central 
bank to the established commercial banks. In London 
the market looked for no such personal relation, and 
the discount houses carried skill in assessing the credit¬ 
worthiness of the names on bills to the level of a fine art. 

A foreign merchant who arranged with a London 
merchant banker to have sterling bills drawn upon the 
latter on his account would have to provide the money 
to meet the bills at maturity. So long as his currency 
and sterling were effectively and reliably linked together 
y the gold standard, he could depend on obtaining the 
requisite sum in London through the foreign exchange 
market at a rate within a fraction of parity. Those of 

^ewhi 0W tr !, ders W J ho were exporting to England or 
* re ’ an , d we [ e drawing bills on London, could sell 
™"\ the , ste ^ lln 8 he needed. But if there is no gold 
standard and the rate of exchange is liable to vary 8 his 

obligation to provide money in London involve? him 
m an exchange risk. If, in the interval while the bill is 
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outstanding, the risk turns out unfavourably, his profit 
on the purchase which it finances may be turned into a 
loss. Against that hazard the possibility of a windfall 
gain is not sufficient compensation to a prudent trader. 

Can he not protect himself by a forward exchange 
operation, a forward purchase of sterling effected at the 
moment of the purchase of goods? That is no solution 
of the difficulty. The forward exchange market would 
have to absorb forward purchases of sterling equal in 
amount to the bills drawn. Banks would find them¬ 
selves assuming obligations to pay future sterling, and 
to receive other currencies. An English bank in that 
position would cover itself by effecting forward sales of 
these other currencies, and, as we have seen, the trans¬ 
actions would only be finally covered in the countries 
where bank credit is reckoned in those currencies, and 
where banks assuming the liability for future sterling 
can cover the exchange risk by buying spot sterling. 

But in effect that means that the real lenders on whom 
the burden of financing the trade falls are the banks of 
the importers’ countries, who buy sterling bills to cover 
their exchange risks. So in effect the lending ceases to 
be international. 

Whether this would be a serious disadvantage to 
international trade is open to question. Short-term 
borrowing is a convenience to a trader dealing in a 
market where purchases may be on a large scale. He 
does not want to maintain a cash balance large enough 
to pay for the greatest holding of merchandise he will 
ever want to have on his hands. And his borrowing 
must be at the centre where the marketing is done. But 
that does not mean that the centre must itself provide 
all the resources needed. 

London used to lend lavishly to finance the import 
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trade of other nations. But the amount involved was 
not very great in relation either to the total resources of 
British banks or to the total of British external invest¬ 
ments. Nor had it all to be found from British resources. 
The commodity markets brought not only borrowers 
to London, but traders with credit balances. Foreign 
banks also established branches in London, and con¬ 
tributed their lending capacity. 


44. Stability of an International Money Unit 

Even if unstable rates of exchange resulted in every 
country assuming the burden of lending to its own 
importers, that would not necessarily interfere with the 
working of the great international markets. On the 
other hand, if the currency unit of a marketing centre 
is to fulfil its part in the pricing of the commodities 
brought to market, it must be in itself as free as possible 
from changes of wealth-value : the variations of the price 
of any commodity in the unit must be traceable to con¬ 
ditions affecting the commodity , not to conditions affect¬ 
ing the money unit. 

That is a counsel of perfection. Even in the steady, 
simple nineteenth century, there were fluctuations in the 
wealth-value of the golden pound sterling, fluctuations 
often recognized by contemporary opinion as due to 
vagaries of the credit system. Wise management of 
credit might confine the fluctuations within narrower 
limits, and markets would then function all the better. 
But wide fluctuations in the wealth-value of the unit 
would destroy the usefulness of the market. 

An international market in any commodity fixes a 
world price. The price supplies a standard for all deal¬ 
ings in the commodity, allowance being made in every 
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particular transaction for the grade and quality to be 
supplied and the time and place of delivery. The 
dealers in the market have to take account of all cir¬ 
cumstances, actual or prospective, affecting the supply 
of the commodity and the demand for it, and they 
qualify for their function of making the price by their 
special knowledge of everything relevant. It is in virtue 
of their skill and knowledge that the price quoted from 
day to day and from hour to hour supplies a reliable 
and fair basis for all the particular bargains. 

But the skill and knowledge of the dealers relate to 
the commodity. All their calculations may be upset 
by vagaries in the management of money. Can they 
not make a study of money and credit as well as of 
their commodity? In the nineteenth century they did 
to some extent do so; credit policy conformed to the 
state of gold reserves, and allowance could be made for 
a prospective monetary expansion or contraction, and 
the resulting rise or fall of demand and prices for all 
commodities alike. 

But if in the future money is not to be linked to gold, 
expansion or contraction will be a matter of discretion. 

It will not be possible to foresee how this discretion is 
to be exercised, unless there is some defined policy to be 
conformed to in place of the gold standard. There is 
no room for expert speculation on the unrestricted 
volition of the monetary authorities. 

If the rate of exchange between two countries varies, 
the variation may be due to a disturbing cause in one 
of them. There may, for example, be an expansion or a 
contraction of the flow of money in one, while there is 
no such change in the other. There will result a fall or 
rise in the value of the money unit of the former in 
terms of the money unit of the latter. If the country 
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remaining free from disturbance is a mercantile centre, 
the prices of the products dealt in in its markets will be 
unaffected, and their prices in terms of the money unit 
of the other country will rise or fall in proportion to the 
rate of exchange. Traders in the latter who have covered 
themselves against the exchange risk by forward ex¬ 
change transactions will find that they have after all 
exposed themselves to a price risk. 

On the other hand, if the monetary disturbance 
occurs in the mercantile centre itself, there will be a 
general rise (or fall) of prices in its markets in terms of 
its currency, from which the traders who have covered 
their exchange risks will be protected. 

Thus it is instability in the wealth-value of money in 
the great mercantile centres that is injurious to inter¬ 
national trade. That is the real meaning of the exchange 
stability at which the Bretton Woods plan purports to 
aim. 


45. Non-monetary Causes affecting Rates of 

Exchange 

Rates of exchange, it is true, are exposed (as we saw 
on p. 69) to other causes of change than expansions 
or contractions of the flow of money. A country 
may suffer a fall in the foreign exchange value of its 
money unit through some deterioration (possibly tem¬ 
porary) in its exporting power, such as a crop failure, a 
glut of the world market for some staple product, or a 
big industrial dispute. In such a case there would be no 
expansion of demand to compensate for the fall in the 
value of the money unit, and traders who had covered 
the risk by forward exchange transactions would reap 
the benefit of their prudence. 
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It is where the unfavourable condition is temporary 
that a monetary reserve sufficient to prevent any fall 
in the foreign exchange value of the money is an 
advantage. 

The money of a great mercantile centre ought to be 
as free as possible from any disturbance of rates of 
exchange from non-monetary as well as from monetary 
causes. The traders who reckon the world prices of 
staple products in pounds sterling do not want the value 
of the pound in other money units to be depressed, for 
example, by a labour dispute in Great Britain. 

The financial strength of a mercantile centre gives 
support to the reserve position, and in the period from 
1821 to 1914 a very modest gold reserve sufficed to 
ensure the gold parity of the pound. 

But against a permanent loss of exporting power, 
neither a big reserve nor a creditor position can be more 
than a temporary defence. Whatever the importance 
of the international marketing business may be, the 
money of the centre none the less measures the spend¬ 
ing power of the people of the country. If their export¬ 
ing power falls off, their spending power must be 
curtailed, or the reserves will melt away. The tradition 
of the gold standard prescribes deflationary measures to 
meet that contingency, but the Bretton Woods plan 
would undoubtedly recognize a fundamental dis¬ 
equilibrium and allow a devaluation. 

In practice it is quite likely that neither deflation nor 
devaluation would be found necessary. The deteriora¬ 
tion of exporting power would not come suddenly. 
And there is always a tendency towards a gradual fall 
in the wealth-value of money, which, if it prevailed in 
the rest of the world, might so ease the situation that 
the maintenance of the existing parity unchanged would 
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be consistent with the preservation of equilibrium in the 
balance of payments. 

The exchange fluctuations which the Bretton Woods 
plan is designed to avoid are not those arising from 
changes in relative exporting power and other non¬ 
monetary causes. These it allows to be dealt with by 
changes of parity. What is feared is the occurrence of 
violent movements like those of the inter-war years, the 
precipitate fall of world prices in 1920-2 and again in 
1930-5. When the wealth-value of gold rose in the 
former case by 75 per cent, and in the latter by 125 per 
cent, the countries seeking to restore or to maintain gold 
parity found themselves involved in a more severe 
deflation than they could stand. 


46. The Sterling Area 

When Great Britain suspended the gold standard in 
September 1931, a number of other countries, yielding 
to the same pressure, linked their currencies to the 
pound sterling instead of to gold. The group of 
countries which maintained monetary reserves of ster- 
ling, and kept their money units at parity with the 
pound sterling, came to be known as the Sterling Area. 

In the period 1871-1914 the Sterling Area may be 
said to have been co-extensive with the gold standard. 
What fitted gold to be the international medium of 
exchange was its interchangeability with sterling. The 
detachment of the pound sterling from gold in 1931 
made the pound for the time not less but more suitable 
as a unit of value. Gold continued to appreciate in 
wealth-value till 1935, and the pound no longer had to 
keep pace with it. The relief from deflation enjoyed by 
Great Britain and the countries which linked their 
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money units with the pound might have been more 
complete if the pound had been allowed to diverge 
further than it did from gold parity, but, even as it was, 
the relief was substantial. 

The outbreak of war in 1939 narrowed the Sterling 
Area. Except for Egypt and Iraq, it was confined to the 
British Empire and mandated territories (it had never 
included Canada). At the same time (as described 
on pp. 73-5) the Sterling Area became more closely 
united, in that a common system of exchange control 
was instituted allowing almost entire freedom for 
exchange transactions between one member and another. 

How will the Bretton Woods plan affect the Sterling 
Area? The International Monetary Fund is to hold 
separate reserves of all currencies; each member of the 
Sterling Area will contribute its own currency to be 
held by the Fund, and to be offered in direct exchange 
for any other currency. The quota assigned to Great 
Britain is that appropriate to its transactions on its 
own account, not to its transactions on account of the 
Sterling Area as a whole. 

Nevertheless the plan is not inconsistent with a revival 
of the practice of financing trade by bills on London. 
A country which has been accustomed to pay for its 
imports in sterling can procure whatever sterling it 
needs to meet an adverse balance from the Fund, and 
pay for it in its own currency. A member of the Sterling 
Area can replenish its sterling reserves by buying 
pounds sterling from the Fund. Suppose that Australia 
becomes a member of the Fund. If Australia s foreign 
exchange transactions are all settled through London, 
the Fund’s holding of Australian pounds will never be 
used. A country incurring an adverse balance with 
Australia will apply to the Fund for pounds sterling, not 
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for Australian pounds. Is there not then a danger of 
the supply of pounds sterling becoming insufficient? 
That depends primarily on the credit policy of London 
itself. But if pounds did become scarce, the Fund 
itself could take advantage of the convertibility of its 
Australian pounds into sterling by recommending under 
Article VII (i) either that Great Britain should buy 
them, or that Australia should receive them in payment 
.for sterling drawn from the Australian reserves. 

In the event of an adverse balance of Great Britain 
the Fund would only afford assistance up to the limits 
appropriate to Great Britain’s own quota. The quotas 
of other members of the Sterling Area would only be 
available in so far as these had separate adverse 
balances with the world outside the Sterling Area. 
That, so far as it goes, conflicts with the solidarity of 
the Sterling Area. But it is quite unessential; it amounts 
to no more than the absence of such additional strength 
as a consolidated quota would give to London’s reserve 
position. 

The Sterling Area grew out of the bill on London, and 
the general resort to London as the marketing centre 
and the clearing centre for international trade. There 
is nothing in the Bretton Woods plan to prevent the 
revival of this business, which has done so much in the 
past to build up the country’s wealth. The prospect of 
national solvency is likely to depend very greatly on this 
revival being realized. What is likely to endanger it is 
the continuance of Great Britain’s own exchange con¬ 
trol. Traders overseas will hardly be willing to accept 
money in London in payment for their exports to all 
destinations if the money is subject to restrictions which 
only an expert can fully understand. Indeed, even an 
expert cannot pronounce with confidence on their 
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nature, for the restrictions are largely determined by 
administrative discretion. The manner in which dis¬ 
cretion is to be exercised can be formulated in detailed 
regulations, orders and announcements, but all these 
can be changed at short notice or with no notice. Un¬ 
certainty, it may be said, can be diminished if the regula¬ 
tions are as far as possible fixed in statutory enactments. 
But in practice a considerable degree of administrative 
elasticity must be retained, and the rigidity of a legisla¬ 
tive enactment is only too likely to replace administra¬ 
tive uncertainty by the uncertainty of legal decisions. 

Observance of a well-recognized practice in the 
application of exchange control may diminish the un¬ 
certainty, but foreign traders will still be deterred if the 
known and certain conditions attached to sterling funds 
are unwelcome to them. The wise course would be to 
abrogate exchange control altogether, and to treat it as 
an emergency measure, only to be reimposed if at some 
future time the country’s reserves are imminently 
threatened with exhaustion. 


47. Stabilization of Key Currencies 

The Bretton Woods plan in itself does nothing to prevent 
fluctuations in the wealth-value of gold and therefore of 
all the money units tied to gold. 

Some critics of the plan have advocated as an alterna¬ 
tive a “key currencies” agreement confined to the great 
centres—practically Great Britain and the United States. 
Such an agreement would have the advantage of sim¬ 
plicity of working, in that only two countries would be 
involved, while it can safely be assumed that, if the 
British pound and the American dollar are kept in 
order, other money units have only to be linked to one 
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or the other of them. But that assumption means that 
the wealth-value of the pound and that of the dollar 
must alike be kept stable. If both countries regulate 
credit with that object in view, neither will disturb the 
other; the rate of exchange between the two money 
units need never alter unless there is a change in the 
relative exporting power of the two countries. 

The Bretton Woods plan would allow one of the two 
key currencies to be stabilized only if both were. It 
therefore demands agreement between the two countries 
if there is to be stabilization of the wealth-value of 
either unit. Were a stable pound to co-exist with an 
unstable dollar, or a stable dollar with an unstable 
pound, the rate of exchange between them would 
inevitably be fluctuating. 

What prospect is there of such an agreement being 
realized? The stabilization of the wealth-value of 
money units has a history. Economists had toyed with 
the idea long before it gained acceptance at the 
Genoa Conference in 1922. As we saw on p. 15, 
Governor Benjamin Strong succeeded in achieving a 
very close approximation to a stabilization of the wealth- 
value of the dollar in the years 1922-8, but he failed to 
establish a tradition in the Federal Reserve System to 
survive him. 

The Genoa plan differed from most previous pro¬ 
posals for stabilizing the wealth-value of money, in that 
it was to stabilize the wealth-value of gold itself. The 
gold position of central banks was to, be strengthened 
by a concentration of monetary gold in their hands, to 
the complete exclusion of any active circulation of gold 
coin, and was to be further reinforced by an extended 
use of reserves of foreign exchange. With more than 
ample reserves, the monetary authorities of the world 
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could undertake to buy and sell gold at fixed prices 
without limitation, so that the value of gold in the 
markets of the world would be automatically equated 
to the value of the money units. If the wealth-value of 
the money units was stable, the wealth-value of gold 
would conform to it. 

The subject came up again at the World Economic 
Conference in 1933, and the policy was formulated in 
practical form. It was recognized that different countries 
must be free to pursue independent credit policies 
adapted to their respective economic and monetary 
conditions; but they could introduce a bias into their 
credit policies in the direction either of expansion or of 
contraction, as the world credit situation might require. 
If it was desirable to counteract a predominant ten¬ 
dency for the flow of money in the world to contract, 
it would be for countries with favourable balances of 
payments to expand credit, and for those with un¬ 
favourable balances to refrain from contracting credit, 
or at any rate to contract credit less severely. To 
counteract a predominant tendency for the flow of 
money to expand, countries with unfavourable balances 
would contract credit and those with favourable balances 
would refrain from expanding credit. 

A resolution embodying this policy gained general 
acceptance, except only that the Federal Reserve Board 
of the United States desired to hold it up for further 
consideration. But the project does not appear there¬ 
after to have ever received any consideration at all. 


48. Further as to Bank Rate 

Perhaps it may be said that the unwillingness of central 
bankers to accept a policy of stabilization of the wealth- 
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value of money is only natural in view of the disagree¬ 
ment on the subject among economists themselves. But 
it is important not to misconceive that disagreement. 
That a contraction of the flow of money relative to the 
wage level is bound to cause depression and unemploy¬ 
ment is nowhere disputed. Advocates of an expansionist 
policy start from this as axiomatic. Difference of opinion 
intrudes in regard to the best method of regulating the 
flow of money. 


The fashion is to repudiate Bank rate in favour of 
adjustments of Government expenditure. No one has 
ever pretended that an alternation of surpluses and 
deficits in public expenditure could be relied on to 
stabilize the flow of money and eliminate depressions 
altogether. The most that is claimed is that a depres¬ 
sion, when it occurs, can be moderated by a programme 
of public works or by judicious deficit financing. 

Some, no doubt, are to be found who deny the efficacy 
of the short-term rate of interest as a regulator of the 
creation of credit. But surely that denial cannot be 
sustained. Traders, questioned by expert inquirers as 
to their practice, may be found to say that they never 
borrow from a bank, or that, if they do, the rate charged 
is of no account. And in many cases that is quite true. 
But, for Bank rate to affect borrowing, it is quite 
unnecessary that all borrowers should respond to its 
influence. There will always be traders who find it con¬ 
venient to borrow, some to meet the needs of business 
expanding beyond the capacity of the capital they started 
with some to take advantage of a favourable oppor- 
umty for a purchase, others to tide over a period of 
advers^y and loss. The borrower will usually make some 

to b* transactions as to limit the amount 
to be borrowed. If his banker is a willing lender at 
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moderate charges, little will be needed in that direction. 
But if the banker charges a high rate, and shows reluc¬ 
tance to lend, a more substantial effort will become worth 
while, in the form of curtailment or postponement of 
purchases and outlays. 

And the regulation of credit by Bank rate has always 
been an essentially practical method, proceeding by trial 
and error. When a rise of Bank rate appeared to be 
needed, the Bank of England would start with a moder¬ 
ate rise; if, after a week or two, that seemed to be in¬ 
sufficient, a further rise would follow; there would be 
successive rises (sometimes at very short intervals) till 
there was a manifest response in the state of markets. 
Bank rate in England never rose above 10 per cent, but 
there was nothing to prevent it from going to 15 or 20 
per cent or higher, if that had been necessary to restrain 
the expansion of the flow of money. 

That reasoning is not seriously challenged. As we saw 
on p. 47, the whole case against the “contractionist” 
policy associated with the gold standard is that dear 
money is only too effective. 

That “cheap money” may not suffice by itself to 
excite revival from depression is fully admitted. But 
that is only in point if a depression does occur. The 
essence of a stabilization policy is that, if timely measurp 
are always taken to keep an expansive tendency within 
bounds, the degree of contraction which causes a 
serious depression never has to be applied at all. Were 
the stabilization policy to fail, and a severe depression 
to set in, then no doubt exceptional measures ought to 
be resorted to. Government borrowing, whether for a 
capital programme or for a current deficit, would help, 
provided it were financed by inflationary methods. But 
it would be slow in its operation, and, unless of pro- 
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digious magnitude, of uncertain efficacy, as the Ameri¬ 
can experience of the years 1933-9 showed. 

Dear money ought only to be put in operation when 
an expansive tendency requires to be checked. In the 
absence of such a tendency Bank rate should be at a 
moderate level (3 to 4 per cent), and any symptoms of 
contraction should be the signal for promptly reducing 
it to a minimum (2 per cent or even lower). 1 

The efficacy of cheap money can be reinforced by the 
central bank buying securities in the open market. 
Whenever the central bank adds to its assets, there is 
a corresponding addition to its liabilities, and its 
liabilities are, for the rest of the community, cash. 
Governor Benjamin Strong made frequent and effec¬ 
tive use of open market purchases and sales in his 
stabilization policy. 

All through the nineteenth century the Bank of Eng¬ 
land relied on Bank rate to adjust the flow of money, 
not only in England, but throughout the gold-using 
world, to the supply of monetary gold. The aim was 
different from that of the stabilization of the wealth- 
value of money, but it called for precisely the same 
means. The need in either case is for the power of ex¬ 
panding or contracting the flow of money at will. A 
gold policy really subjects the adequacy of the means to 
a more severe test than a stabilization policy, for the 
former always allowed an expansion of the flow of 
money to develop in some degree to excess, and every 
expansion therefore had to be followed by a contraction. 


ence^^^f Bank ^ ninete «nth-century practice and experi- 
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Cheap money was relied on as the means of emerging 
from the contraction, and there were occasions when 
revival was tardy, though till the nineteen-thirties it 
never failed. A stabilization policy which always avoids 
an excessive expansion would escape the danger of a 
deadlock such as then occurred. 


49. Special Unemployment and Discontinuities 

Prominent among the purposes of the Bretton Woods 
plan is full employment. If it seeks “to facilitate the 
expansion and balanced growth of international trade,” 
the aim is “to contribute thereby to the promotion and 
maintenance of high levels of employment and real 
income” (Article I (ii)). 

We distinguished on p. 51 between general and 
special unemployment. Special unemployment, arising 
from some cause affecting a particular industry or 
group of industries, is usually traceable to some dis¬ 
continuity of economic conditions. Often the discon¬ 
tinuity is such as cannot properly be averted; it may 
be a valuable new discovery, or an exhaustion of some 
natural resource. But there are also discontinuities due 
to human action, which might have been brought 
about more gradually and considerately, or might have 
been refrained from altogether. That applies particu¬ 
larly to tariff legislation, which may suddenly place 
foreign exporting industries at a competitive disad¬ 
vantage in their market. 

The various pronouncements and agreements em¬ 
bodying the liberalized trade policy of the United States 
have laid special stress on abstaining from discriminatory 
practices. The Proposals for Consideration by an Inter¬ 
national Conference on Trade and Employment, asso- 
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dated with the Anglo-American Financial Agreement 
of December 1945, contemplate an International Trade 
Organization “to promote national and international 
action for the expansion of the production, exchange 
and consumption of goods, for the reduction of tariffs 
and other trade barriers, and for the elimination of all 
forms of discriminatory treatment in international 
commerce” (Cmd. 6709, p. 4). 

There is much about fairness and mutual considera¬ 
tion, but nothing explicitly about discontinuities in 
policy. Perhaps discontinuities in import restrictions 
and tariffs underlie the undertaking that “no nation 
will seek to maintain employment through measures 
which are likely to create unemployment in other 
countries” (p. 3). A country which finds a partial 
refuge from a depression prevailing among its neigh¬ 
bours by excluding competitive imports preserves em¬ 
ployment in the industries receiving this protection at 
the cost of intensifying unemployment in the foreign 
exporting industries. It is accused of “exporting unem¬ 
ployment.” But that is a special case, arising out of an 
actual state of depression; the discontinuity of policy 
adds a new source of special unemployment to an 
existing state of general unemployment. 

There seems to be no trace in the American Proposals 
of any recognition of the harm that is done by discon¬ 
tinuities in foreign trade policy in themselves, uncon¬ 
nected with any existing unemployment or threat of 
unemployment in the countries originating them. 


50. General Unemployment 

It is not primarily the special unemployment caused bv 
discontinuities that the American Proposals seek to 
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avoid, but general unemployment of the kind that 
tormented the world in the nineteen-thirties. 

But it is a mistake to attribute general unemployment 
to tariffs, trade barriers and discriminatory treatment 
of trade. These measures do undoubtedly tend to 
restrict productivity by interfering with the full advan¬ 
tages of the international division of labour, and there¬ 
fore to make the wealth of the world less, and the stan¬ 
dard of living lower than they might have been. But 
there is no reason in the economic organization of man¬ 
kind why such trade restrictions and barriers should 
restrict productive activity or diminish employment. It 
may be that trade with Mars would give humanity 
opportunities of an interplanetary division of labour 
which would conduce to greater prosperity in both 
planets, but the absence of such trade does not make 
the terrestrial problem of full employment in any way 
more difficult. 

The fact is it is a mistake to look for any material 
part of the solution of the problem of general unem¬ 
ployment in international trade policy. The solution in 
each country separately is to be found in an equable flow 
of money , a consumers’ income and a consumers’ out¬ 
lay in money units, growing, as nearly as may be, in 
proportion to the population and its economic capac¬ 
ities and opportunities. Everyone in remunerative 
employment is a source of demand as well as of 

supply. . , 

The Bretton Woods plan looks to “the expansion and 

balanced growth of international trade’’ as contribut¬ 
ing to promote and maintain “high levels of employ¬ 
ment and real income.” Real income, by all means. 
But as to the high level of employment, the maximum 
of activity is compatible with the minimum ot inter- 
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national trade. If “ balanced growth ” means the avoid¬ 
ance of discontinuities, then it conduces to a high level 
of employment by avoiding one set of causes of special 
unemployment. But the mere absence of expansion or 
of growth of international trade would not of itself put 
any difficulty in the way of avoiding general unemploy¬ 
The troubles of the nineteen-thirties in international 
trade arose from the processes by which depression and 
unemployment are communicated from one country to 
another. If a major depression starts in a leadin'* 
country, a system of fixed rates of exchange ensures the 
depression being communicated to the rest. They can 
appty palliatives, such as import restrictions and ex¬ 
change controls, but can only isolate themselves from 
the contagion by escaping from the fixed rates of ex¬ 
change and letting their money units depreciate. 

The Bretton Woods plan merely regulates and restricts 
resort either to the palliatives or to the depreciation. It 
does not touch the source of depression itself. It takes 
for granted that depression can be averted by an ex- 
pansmmst policy. But, as we have seen, an unchecked 
xpansion of the flow of money is bound eventually to 

thaf.tiV 1386 3t W r' Ch a U h3S t0 be reversed - It is then 
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51. Stabilization of Wealth-value 

The avoidance of excessive expansion means the adop¬ 
tion of stability of wealth-value as the ultimate mone¬ 
tary standard. That is quite reconcilable with the con¬ 
tinued use of gold, provided there is neither a deficiency 
nor a redundancy of gold. Against a deficiency of gold 
the Bretton Woods plan provides the reinforcement of 
gold reserves by the resources of the International Mone¬ 
tary Fund. A redundancy of gold would have to be dealt 
with either by sterilization of the excess in government- 
owned Stabilization Funds, or by reducing the price of 
gold in monetary units. 

If there were no international organization, such as 
the Monetary Fund of the Bretton Woods plan, to 
regulate rates of exchange between the money units of 
the world, every nation could pursue independently the 
stabilization of the wealth-value of its own unit. If 
they did so successfully, the upshot would be that rates 
of exchange would stabilize themselves, subject to 
variations arising from non-monetary causes. No 
country would impose either inflation or deflation on 
its neighbours; if the policy of stabilization broke down 
in any country, and a monetary expansion or contrac¬ 
tion set in, the resulting fall or rise in the wealth-value 
of its money unit could be reflected in the rates of 
exchange on other countries, so that no change w'ould 
be called for in the wealth-value of their units. 

But if rates of exchange are not free to vary, that is 
not so. Any departure by one country from the stabiliza¬ 
tion of the wealth-value of its unit tends immediately to 
be communicated to the others. As we saw on pp. 41-3 
and 48, though the Bretton Woods plan allows an 
alteration of parity in case of a fundamental disequili- 
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brium, that can hardly be interpreted to allow the 
repeated adjustments at short intervals required in the 
rate of exchange on a country which is undergoing the 
irregularities to which the progress of an inflationary or 
deflationary process is usually subject. 

It follows that for the successful working of the 
Bretton Woods plan a concerted policy of stabilization 
is essential. Agreement between the Bank of England 
and the Federal Reserve Banks would be sufficient. 
Dollar and pound both stable in wealth-value would 
supply firm ground for all other money units to tread. 
If they were linked to pounds or dollars by converti¬ 
bility at fixed parities, their wealth-value would thereby 
be stabilized; they might still experience disturbances 
arising from non-monetary causes, but these the Bretton 
Woods plan is well designed to deal with; if the distur¬ 
bances are transitory, adverse balances can be met from 


reserves reinforced by the resources of the Fund; if 
there is a permanent chhnge, the “fundamental dis¬ 
equilibrium” will justify a suitable change of parity. 

Gold enters into the scheme as a useful medium for 
linking units, and for settling international indebtedness 
without resort to the Fund. As we have seen, the wealth- 
value of gold would be derived from the wealth-value 
ot the money units in which its price is fixed, so that the 
stabilization of the units would stabilize gold, and 
prevent those fluctuations to which the present dis¬ 
credit of the gold standard is due. 

Stabilization merely means that an expansion of the 
How of money is not to be allowed to go so far as to 
necessitate deflationary measures to reverse it. The idea 

nnrlT ex P ansi0Iust P olic y can be left in unbroken and 

dve k ame n ° perat,on without ever requiring a correc¬ 
tive is a dangerous delusion. To expand without 
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restraint is to steer straight for the maelstrom; the 
monetary expansion is bound to reach a degree at which 
the loss of wealth-value of the money unit, on which all 
pecuniary relations depend, becomes so palpable and 
intolerable a menace to social order that all agree it 
must be stopped. 

Yes, stopped, it may be said, but why reversed? If 
it is not reversed, there is no deflation and no depression. 

But to say that it is stopped, and neither reversed, 
nor resumed with all its dangers , is to say that the flow 
of money is after all to be stabilized. If so in the end, 
why not at the beginning? 

Evidently a concerted policy of stabilization of wealth- 
value of pound and dollar is urgently needed, and agree¬ 
ment with the United States to that end ought to be 
sought. But what if agreement is not to be had? In 
that event the right course would be to regulate credit 
in Great Britain with a view to stabilizing the wealth- 
value of the pound sterling. If (as is by no means 
certain) the wealth-value of the dollar varied, and carried 
with it the wealth-value of gold, then the gold parity of 
the pound should be altered. So long as the requisite 
alterations of parity could be made with the consent 
of the Fund, Great Britain could maintain membership. 
If that became no longer practicable. Great Britain 

should quit the Fund. 

But that would not mean monetary isolation. On the 
assumption that the disparity between pound and dollar 
was caused by a variation in the wealth-value of the 
latter, the United States would be experiencing the dis¬ 
turbances associated with an undue expansion or con¬ 
traction of the flow of money—either an inflationary 
rise of prices, or the depression and unemployment 
characteristic of deflation. Other countries which main- 
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tained parity with the dollar would suffer the same 
troubles, and some, possibly many, would prefer to go 
the way of the pound sterling'. A group of money units 
stable in wealth-value would supply a rallying-ground 
for the others. 

And, as I have said, it is by no means certain that the 
wealth-value of the dollar would vary. For on the 
proposal being made for an alteration in the parity of 
the pound, the Federal Reserve Banks might wake up 
to the fact that the right remedy would be credit measures 
calculated to adjust the wealth-value of the dollar. If 
inflation were starting in the United States, and the 
dollar were carrying gold with it, an alternative to in¬ 
creasing the gold equivalent of the pound would be to 
stop the inflation by means of a credit contraction. Or 
if deflation were starting, a credit expansion in the 
United States would be a preferable alternative to a 
reduction of the gold equivalent of the pound. 

Thus a successful stabilization of the wealth-value of 

the pound by itself might accomplish what is required, 

without any agreement with the Americans. A stable 

pound would in fact supply a monetary standard for the 
world. 
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and monetary legislation, 41 
securities, 62 
trading, 77-8 

Governors and Directors of 
central banks, 9, 29-30, 
48, 90 

Grade of a commodity, 106 
Great Britain (see also British) 
Depression in, in nineteen- 
thirties, 60, 89-90, 98 
Exporting power of, 80, 108 
Quota of, 34, 67, 110-1 1 
War-time measures of, 1939- 
1945, 20-3, 74-5 
Wealth of, 78-9, 111 
a debtor country, 75 
and international trade, 49, 
59. 75-81, 97, 102-5, 108, 
110-12 

and International Monetary 
Fund, 111, 124-5 
a “key currency” country, 112 
suspends gold standard in 
1931, 20, 109 

and war debts of 1914-18, 
23-5 

Groats, 3 
Guineas, 3 

Hand-to-hand currency, 4, 44 
Heavy goods, 86 
Hedging, 84 
Hitler, 91 

Hitlerite Germany, 19, 21 
Holder of a bill, 102 
Hull, Mr. Cordell, 25 
Human effort as measure ot 
value, 51 

Illicit dealings, 38, 81 
Immaterial products, 18 
Imperial Preference, 25 
Import duties, 76 
market, 45, 49, 86 
Importable goods, 88 
Importers, 79, 102-5 
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Imports 

Competition in, 45, 49, 86-8, 
119 

Decline of, in depression, 98 
Demand for, 10, 87-8 
Discriminatory restriction of, 
74 


Excess of, 20 
Financing of, 102-5 
Invisible, 83 
Licensing of, 17, 73 
Limitation of, 77 
Payment for, 71, 73, 74, 83 
Restriction of, 18, 36-7, 69, 
73-4, 77, 79, 80, 119, 121 
Undesirable, 78 
and bilateral clearing, 19 
at cut prices, 88 
in free markets, 77 
into Great Britain, 75-6, 80 
of luxuries, 80 

reduced by a decline of out¬ 
lays, 10, 11 

reduced by rationing, 77-8 
into Sterling Area, 73^1 
Incomes 
Money, 11 
Real, 118, 120 
Reduction of, 8-10, 87-8 
and demand for foreign ex¬ 
change, 84 

and flow of money, 11, 120 
generated by production, 9-10 
and outlays, 11 , 120 
in United States in 1923-9, 51 
Inconvertible currency, 5, 13, 97 
Indebtedness, 7, 29, 100 

Independent countries, 5, 59, 63, 

Index numbers, 50, 51, 53 
Industrial demand for gold, 
27 (n.), 33 
Inequalities 
of profits, 58 
of wages, 53 
Inflation 

Intematu)naU2-15, 42-3, 45, 

leads to subsequent deflation, 
96 > 1 21, 123-4 
of 1919-20, 92-3- 


and prohibition of export of 
gold, 14 

under gold standard, 15, 42, 
97, 124-5 
Inflationary 

impetus of Stock Market 
speculation, 89 

policy of expansionism, 39, 
42, 91, 95 

war finance, 12-13, 91 
Inoculation, 31 
Installation, 87 
Insurance, 42 
Interchangeability 
of gold and money, 33 
of sterling and gold, 109 
of money with sterling, 109- 
111, 123 

Interest, 72, 80, 102 
Internal (domestic) policy, 32, 
63 

Internal deflation, 88, 96 
International 

co-operation, 15,29,31, 33,1 13 
deflation, 14, 39-43, 83, 88, 
96, 98, 122 

division of labour, 120 
inflation, 12-15, 42-3, 45, 

47- 9, 66, 122-3 
lending, 7, 102-4 
markets, 59, 87, 105, 108 
medium of settlement, 6, 58, 

109, 123 

Monetary Fund, 1, 34-40, 

48- 9, 65, 69-72, 82-6, 90, 
93, 110-11, 122-4 

payments, 6-7, 14, 26, 33, 36, 
65, 70, 81-2, 85, 123 
price level, 12, 49 
trade 

Balanced growth of, 118, 
120-1 

Discrimination in, 19-20,25, 
74-8,90,119-20 
Financing of, 59, 95, 98, 
.102-7, 110-12 
Liberal American policy for, 
25,74, 118-19 
as a channel of inflation, 49 
and^current” transactions, 
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International—trade— cont. 

and unsheltered industries, 
86-8 

and variable rates of ex¬ 
change, 99-109 
Trade Organization, 119 
Interpost, 59 

Investment, 1 1, 72, 81, 97-8 
External, 7, 72, 80-3, 88-9, 
97-8, 105 

Invisible exports, 17, 83 
imports, 80, 82, 83 
Iraq, 110 
Issue of notes, 4 
Italy, 23 


London 

Foreign branch banks in, 105 
banking system, 59, 104-5 
a gold centre under the Genoa 
plan, 14-15 

as international financial 
centre, 14, 59, 96, 102-5, 
110-11 

as mercantile centre, 59, 95,111 
money market, 29, 45, 60, 103 
Long-term investment, 81, 98 
Long-term rate of interest, 81 
Loose money, 84 
Loss, 18, 99, 104, 115 
Luxuries, 80 


Jurisdiction, 5 


Key currencies, 112-13 
Keynes, Lord, 26-9, 33-4, 35 


Labour 

Co-operation of, in monetary 
policy, 57 
Displaced, 55 
Monopolistic power of, 53 
Organized, 53, 56-7 
Recruiting of, 53 
disputes, 69, 107-8 
market, 53 

Law, 2, 5, 65, 66-7, 84, 112 
Law, John, 93-4 
Lease-Lcnd Act, 22, 25 
Leases, 42 
Legal tender, 4 
Legal value, 65 

Legislation, 38, 40-1, 112, 

118 

Lender, 102, 104, 115 
Lending, 7, 9. 31, 45, 62, 93, 95, 
97, 105 

Liberal trade policy, 25, 74, 


118-19 

Licensing of imports, 17, 73 
Limitation 

of capital outlay, 81 
of imports, 76-7 
Liquid assets, 14, 15, 21 
Liquidity, 7 

Loans, Bank, 44, 46, 63 
Locomotion, 87 


Macmillan Committee, 31 
Maladjustments in balance of 
payments, 36, 67, 68 
Manufactures, 77, 89 
Market 

British, 59, 102-5 
Discount or money, 29\ 45, 60, 
103 

Export, 45, 49, 76, 86, 118 
Foreign exchange, 5-6, 7, 18, 
38, 43, 76, 84, 87, 100, 
101, 103-4 
Free, 47, 77 
Import, 45, 49. 77, 86 
International, 87, 105, 108 
Labour, 53 
Loss of, 51 

World, 59, 88. 93, 98, 107, 114 
Marketable products, 50 
Marketing centres, 59, 104-5, 
108, 111 
Mars, 120 

Material products, 18, 86-7 
Materials, 50, 51, 76 
Measure of value, 30 
Medium of payment, 3, 4, 5, 44, 
65, 72, 123 

Mercantile centres, 59, 97, 107, 
108 

profits, 97 
skill, 59, 78, 79, 106 
Merchant bankers, 102-3 
Merchants, 3, 59, 60, 102-3 
Metallic (see also Gold, Silver) 
currency, 2-3, 6 
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Metallic— com. 
reserves, 14 

standard, 6, 8, 12, 13, 30, 58 
Middle Ages, 8 
Monetary 

authorities, 29-30, 43-4, 47, 
57, 92, 95, 106, 113, 121 
breakdown, 61 

contraction, 12-14, 28, 30-1, 
39, 68, 92, 95, 106-7, 
115-17, 122 

demand for gold, 12, 32-3, 68, 
117 

expansion 

International, 29, 42-3, 45 
and^Bretton Woods, 41-2, 

under Clearing Union, 27, 

and contraction, 30-1, 50 
54,^96-7, 106-7, 114-17, 


needed for revival in th< 

nineteen-thirties, 60-1 

in wartime, 12 

influence of United States anc 
of London, 95 
isolation, 124 

policy, 54-6, 61, 68, 91, 95 
stability, 51, 57 
standard, 65, 68, 125 
troubles of inter-war years 1 
Money incomes, II 
Money market, 29, 45, 60, 103 
Money unit 

Appreciation of, 42-3, 45 
Depredation of, 1 7, 20, 36-40 

Devaluation of, 8,17, 28,36-7 

1 Uo 

Distrust of, 18, 70, 83-4 
Foreign, 5-6 

Foreign exchange value of, 6 
~ , , 8 » 41-2, 44-5, 47 

' 7 ' «• «-«, 

International, 6 
Metallic value of, 8, 58 
° VC ™^ ed ' 7. 18-19, 69, 

Undervalued, 86-7 


Wealth-value of, 8, 30-3, 41-5, 
47, 49-51, 54-5, 58, 64, 
66, 113-14, 122-5 
of a marketing centre, 105-7 
for reckoning debts, 2 
Monopolistic power of labour. 
53 

Motive of enterprise, 10, 51, 58, 
94-5 

Multilateral settlements, 12, 26, 
75-6, 79, 81, 85 
Mutual Aid, 23, 25 

Names on bills, 103 
Napoleonic Wars, 13, 23 
National Socialists, 22 
National ^solvency, 75, 78, 80, 

Nervous system, 1 
Neutrality, 21 

New York, 14, 15, 16, 59, 60, 96 
Nineteen-thirties, 17, 24, 41 , 47, 
75, 88, 89, 90, 91, 95, 96, 
vi . 98, 109, 117, 118, 120-1 
Nineteenth century, 12, 29, 44 
56, 59, 96, 104, 106, 117* 
Non-monetary causes 
of adverse balance, 69, 85, 
r 107-9,113,122-3 
of price changes, 50-1 
of unemployment, 51, 55, 

118—20 

Non-residents, 72-3, 79 
Normal 

activity (see also Full employ¬ 
ment), 32, 40,51-3, 61,89 
export of capital, 83 
profits, 57 
rate of wages, 53-4 
Norman, Lord, 31 
Note issue, 4-5, 44 
Notional export of money, 82 

Official 

critics of enterprise, 81 
rate of exchange, 18, 71 
One-pound note, 2 
Open market operations, 62, 117 
Open position in foreign ex- 
change, 100 

Openings for investment, 97 
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Opportunism, 78 
Orderly exchange arrangements, 
38-9 

Orders to producers, 9, 10, 52 
Organized labour, 56-7 
Outflow of capital, 70-1, 82, 84, 
85 

Outlays, 9-10. 11, 120 
Overdrafts, 29, 46 
Overtrading, 97 

Overvalued currency, 7, 18-19, 
69, 86-7 


Panic, 18, 70, 84-5, 93 
Paper currency, 6, 12, 13, 97 
Parity 

Freedom to alter, 40-3 
Gold. 8, 40, 47, 103, 108 
with the dollar, 125 
with gold centres, 63-4 
in the International Monetary 
Fund, 36-9, 48, 64-70, 
108-9, 122-4 

with the pound, 109-11,123,125 
Payments (see also Balance of 
payments) 

External, 5-7, 17-18, 70, 72-4, 
79, 82 

agreements, 75-6, 78-9 
in credit, 4 

for current transactions, 72-3, 
81 

for exports, 73, 79, 111 
for imports, 73, 83, 102 
permitted by exchange con¬ 
trol, 18, 21, 72-4 
Peace-time conditions, 12, 60, 
74, 79 

Pearl Harbour, 23 
Pecuniary rights, 2, 3, 42, 57, 97, 
124 


Pence, 3 

Perishable goods, 86 
Permitted 
imports, 73 
investments, 81 
payments, 18, 21, 71-4 
Pessimism, 61 
Plant, 52, 82 

Political considerations. 19, 
39, 67 


Population, 120 

Postponement of outlays, 8, 9, 
46, 59-60, 87, 116 
Post-war 
scarcity, 76 
transition, 78 
Potential currency, 44 
Pound sterling 

Foreign exchange value of, 80, 
108, 113 

Former silver value of, 3, 8 
Prestige of, 20, 112-13 
Wealth-value of, 105, 113, 

123-5 

the English money unit, 2-3 
and gold standard. 3, 20, 89, 
105, 108, 109, 124 
and International Monetary 
Fund, 110-11 

a “key" currency, 112-13, 123 
in London markets, 59, 95. 98, 
103, 108 

in nineteenth century, 3, 105, 
108 

and scarce currency, 96-7 
and Sterling Area, 109-10 
Precious metals, 2, 8. 12, 65 
Preference, 19, 25, 76, 78 
Price 

concessions, 10, 52, 60, 98 
cutting. 39, 88 

of gold, 5, 8, 33, 36, 65, 67 8, 
122-3 

index, 50, 51, 53 
level 

Remunerative, 20. 32. 95 
Stability of, 29, 32, 50 
Technological fall of, 51, 5a 
World, 12, 27 , 42-3. 49 
and expansionism. 95 
and price index, 50. 53 
and wage level, 56-7 
and wealth value, 49-53 
of money, 9 
risk, 107 

Excessive, 15, 32, 42-3, 52, 55 
Fall of, 8, 10, 13-14, 1/, 87-8 
Relative. 50 

Rise of. 12, 15, 32. 42-3, 48-9, 
52, 55-6, 94-5 
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Prices— cont. 

Scarcity, 50 

World, 13, 27, 43, 98, 105-9, 
114 

and costs, 7, 10, 50-1, 53, 95 
of exports, 7, 49, 88 
of imports, 49, 76 
at an international centre. 
105-7 

and price level, 50-1 
of products of the soil, 50 
and profit margins, 10, 52, 
56—7 

and wages, 52-3, 56-7 
Primitive money, 8 
Private 

borrowing, 29, 47 
enterprise, 10, 77, 81 
Productive 
activity, see Activity 
capacity, 52, 78 
Productivity, 51, 120 
Profit making, 49, 80 
margins, 10, 51-2, 56-7, 94-5, 

Profits 

Incomes from, 51, 87 
Normal, 57 

Variability of, 51, 57-8 
in declining industries, 53 
diminished by deflation, 11 
87, 89 * 

and exchange risks, 99, 104 
of exporters, 42, 49, 99 
prices and costs, 10, 49, 55-6, 


the source of savings, 83, 89 
Promoters, 81 
Property, 11, 72, 82, 89 
Proportion, Reserve, 62, 67 
Public works, 91, 115-16 
Purchasing power (see al 

p SfW# ,5 ' 28 - 2 

* ' 


Qualifications of workpeople, 


Quality of a commodity, 106 
Quantitative restriction of im¬ 
ports, 77, 79 
Quantity 

of bank credit, 46, 84 

° f 8 °i 1 22 l4_15, 33, 64, 66, 1,7 ’ 
of money, 33, 45-6, 93-4 
theory, 94 (/».) 

Quotas 
Import, 76-9 

jn Clearing Union, 27-9, 35-6 
in International Monetary 
Fund, 34-6, 67, 69, 85, 
110-11 


Rate 

of discount, 45, 103 
of exchange 
Differential, 76 
Fixed, 58, 64, 66, 122 
Official, 18, 71 
Stabilization of, 32, 48, 64 
65,99,109,113,122 
Variable, 32, 43, 47-9, 58, 
99, 101-2, 106-7, 109, 123 
adjusted to balance of pay¬ 
ments, 6-7, 37, 69-70, 108 
affected by non-monetary 
causes, 69-70, 107-9, 113 
in forward transactions, 
99-100 

governed by gold parities, 6, 
8,36-44,103 

is price of foreign monev, 6. 

99-100 ’ 

reflects relative wealth-value 
of money units, 32, 43,47, 
113,122-3 

supported by deflation, 9- 
10, 45, 95 
of interest, 60, 95 
Short-term, 9, 46, 115-16 
Rationing, 77, 78 
Real 

income, 118, 120 
wages, 56, 57 
Recoinage, 6 
Recruiting of labour, 53 
Refusal to lend, 9, 44-5, 62, 95 
Regulation of credit, see Credit 
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Repair, 87 
Reparations, 24 

Repayment of debt, 7, 9, 23-4, 
44, 80 

Reserve proportion, 62, 67 
Reserves 

Adequate, 14-15, 26-7, 69, 
108, 113-14 

Exhaustion of, 9, 13,18,69-70, 
80, 84-5, 112 
Gold, see Gold 
Local, of banks, 5 
Loss of, 7, 9. 10, 13-14, 17-18, 
28, 41-2, 45. 58, 82-3, 85, 
96 

Metallic, 13-14 
of commercial banks, 9, 44, 
62 

of creditor country, 108 
defended by deflation, 10, 14, 
17, 36, 95 

defended by exchange control. 
17-19, 26, 85 

of foreign exchange, 14-16, 19, 
26-7, 41, 64, 84-5, 110, 
113 

at gold centres, 14-15, 26 
of International Monetary 
Fund, 110, 123 
of sterling, 14, 20-1, 109-10 
give tardy warning of excessive 
expansion, 97 
Residents, 72-3 

Resistance to wage reductions. 


Responsibilities of central banks 
and monetary authorities, 
29-32, 58, 90-1, 106, 

114-15 
Restriction 

of consumption, 77, 78, 80 
of imports, 18, 36-7, 69, 73-4, 
77, 79, 80, 119, 121 
of lending, 9, 95 
Retail trading, 87 
Revival of activity, 47. 60, 61, vi, 
95, 116, 118 
Rights, 2, 82. 87 (n.) 

Risk, 84, 99-104 107 
Roosevelt, President, 22, 25, vi 
Russia, 13, 23, 34, 67 


Sales, 8, 62, 88, 95, 102 
Satellite, Monetary, 64 
Saving, 1 1, 83, 97-8 
Scarce currency, 35, 85-6, 90, 
93, 95-8, 111 

Scarce commodities, 50, 51, 77 
Scepticism, 46, 91-2 
Securities, 62, 72, 81, 89, 117 
Security for loan, 7, 8, 9, 81 
Services rendered, 2, 5, 18, 72, 87 
Seven Years War, 23 
Sheltered industries, 86-8 
Shilling, 2, 3 
Shipping shortage, 74 
Short-term 


lending and borrowing, 9, 44, 
46, 62, 72, 87, 96, 103, 104 
rate of interest, 9, 46, 115-16 
Shortages in war, 74 
Silver, 2, 3, 8, 12, 13 
Skill, 53-4, 103 
Social policies, 39 
Solvency, 7, 45, 75, 78, 80, 111 
Sovereigns, 2, 3 
Soviet Union, 34, 67 
Special Accounts, 74 
Special tastes, 86 
Special unemployment, 51-2, 55. 
118, 119, 121 

Speculation, 16, 70, 84, 89, 106 
Spending, 8, 11, 91-2 
Spending power, 10, 20, 108 
Spot transactions, 84, 100-1, 104 
Stabilization 

of flow of money, 32. 51, 
115-18, 120, 124 
measures of Governor Strong. 
15,113,117 

of rates of exchange, 32. 48, 
64, 65, 99, 109, 113, 122 
of wage level. 51-8 
of wealth-value 

of dollars and pounds, 123 
of gold. 15. 113-14 122 
of money unit, 32, 47-38, 
64,113-18,122-5 
Stability of prices, 29, 32 50 
Standard. Gold, see Gold 
Metallic, 6, 8. 12, 13, 30, 58 
of living. 52. 75, 78, 120 
of profits, 58 
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Standard— cont. 
silver, 3 

of value, 65, 68, 125 
Staple products, 76, 77, 107, 108 
Statistical data, 54, 55, 58, 82 
Sterilization of gold, 67, 122 
Sterling {see also Pound sterling), 
20, 21, 76-9, 95-6, 103-4 
Sterling Area, 20, 21, 73-5, 
109-11 

Stock Exchange, New York, 16, 
89 

Stocks of goods, 11 
Strong, Benjamin, 15, 16, 48, 62, 
89,113,117 

Strong currencies, 18-20, 36, 75, 
86, 88, 99 

Superfluous imports, 78, 80 
Surplus revenue, 115 
Surplus savings, 83, 89, 97-8 
Sustained outflow of capital, 82, 
83 


Tardy action 16 31, 90, 92-3, 97 
Tariffs, 25, 118-20 
Technological progress, 50-1, 69, 
118. 

Temporary investment in bills. 
Tickets, 2, 4 

J a . . in regulation of 
credit, 16, 30, 32, 52, 92, 
_ 116 
Total war, 21 

Trade barriers, 25, J19-20 
cycle, 13, 29, 31, 32, 97 
depression, see Depression 
union, 53 

Tradition, 30, 65, 96, 108, 113 
Transfers, 70, 72, 82, 97 

Transport of gold, 6, 58, 85 

Treasury bills, 62-3 

l1n2 T r taiaty ,' 58 > 80 ’ 10I > 112 

Under-employment, 52 

Undu™ aIUed currenc y* 86 > 87 
contraction, 44, 124 
expansion, 28, 32, 38,41 44-5 


fluctuations, 15, 31, 63 
Unemployment 
General, 51-2, 121 
Special, 51-2, 55, 118, 119, 121 
caused by deflation or credit 
restriction, 9-11, 14, 16, 
20,87,115,124 
and competitive depreciation, 
40 


hi 'jreai Britain, zu, 60-1, 89 
“if the money lessens,” 94 
in the nineteen-thirties, 16-17 
20, 60-1, 89, 121 
statistics, 54-5 

in strong-currency countries, 
20 

in United States, 20, 60, 91 
Unfavourable balance, see Ad¬ 
verse balance 

Unit, Money, see Money unit 
United Kingdom, see British. 

Great Britain 
United States 

Depression in, 20, 60, 93, 98 
External investment by, 98 
Government expenditure in, 
under President Roose¬ 
velt, 91, 116-17 
LiberaUrade policy of, 25, 74, 

Loan Agreement of, with 
Great Britain, 1, 75, 119 
Loans by, to Allies in war of 
1914-18, 24 

Monetary influence of, 95-6 
112—13 

Prosperity of, in 1923-9, 51, 89 
Repugnance of, to bilateral 
clearings, 20-1, 90 
Resumption of metallic stan- 
dard by, 13-14 

Stock market speculation in, 
16,89 

Suspension of gold standard 
, by, in 1933, 20 
and Bretton Woods, 33-4 
and inflationary war finance, 

a “key” currency country, 112 
and Lease-Lend Act, 21-5 
quota, 34, 67 
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United States— cont. 

and stabilization of wealth- 
value of money, 124-5 
Unsheltered industries, 45, 49, 
86-8 

Unsold goods, 11, 46 
Unstable rates of exchange, 105, 
113 

Unwillingness to spend, 92 

Value, see Foreign exchange 
value. Gold value. Stand¬ 
ard of value. Wealth- 
value 

Variable rates of exchange, 32, 
43, 47-9, 58, 99, 101, 103, 
106-7,109,113,122 
Vicious circle of deflation, 16, 92 
Visible exports and imports, 17 

Wage-earners (Workpeople), 43, 
49, 53, 57 

Wage-level, 51, 53, 55-7, 91, 1 15 
Wage policy, 55, 56 
Wage structure, 53 
Wages 

Basic rate of, 53-4 
Fall of, 8, 56-7 
Inequalities of, 53 
Real, 56 

Rise of, 32, 49, 52-4, 56-7 
and organized labour, 53 
and profit margins, 10, 52 
unsettled by undue monetary 
expansion, 42 

War . 

crowds out commercial bor¬ 
rowing, 60 
debts, 24-5 

and exchange control, 2U, m, 
79, 110 


expenditure extinguishes un¬ 
employment, 91 
and imports, 73-5 
and indebtedness of Great 
Britain, 21, 78 
and inflation, 12-13 
Weak currencies, 18-20, 36, 75, 
86, 99 
Wealth-value 

Stabilization of, 15, 32, 47-58, 
64, 113-18, 122-5 
of bancor, 27 

of gold, 12-15, 17, 29, 31, 33, 
41, 63, 66, 68, 105, 109, 
112, 113-14, 122-3 
of money unit, 8, 30-3, 41-5, 
47, 49-51, 54-5, 58, 64, 
66, 105-9, 113-14, 117, 
122-5 

of silver, 12 
of wages, 56 
Weighting, 50, 53 
White, Dr. Harry, 33 
Windfall gain, 104' 

Workpeople (Wage-earners), 43, 
49, 53, 56-7 

World 

deflation, 14, 16, 61, 96-8 
Economic Conference, 1933, 


114 

gold supply, 12, 15, 33, 64, 66, 
117, 122 

inflation, 15, 42-3, 45, 47-9, 66 
SQ RR 91. 98. 107. 


114 

prices, 12-13, 27, 43, 98, 
105-9, 114 
trade, 60, 102 
wealth, 120 


Yield of investments, 80, 81 



